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Calendar No. 1175

92p CoONGRESS SENATE REPORT
2d Session { No. 92-1230

SOCIAL SECURITY AMENDMENTS OF 1972
SEPTEMBER 26 (legislative day, SEPTEMBER 25), 1972.—Ordered to be printed

Mr. Long, from the Committee on Finance,
submitted the following

REPORT
together with

ADDITIONAL VIEWS

{To accompany H.R. 1]

The Committee on Finance, to which was referred the bill (H.R. 1)
to amend the Social Security Act to increase benefits and improve
eligibility and computation methods under the OASDI program, to
make improvements in the medicare, medicaid, and maternal and
child health programs with emphasis on improvements in their operat-
ing effectiveness to replace the existing Federal-State public assistance
programs with a Federal program of adult assistance and a Federal
program of benefits to low-income families with children with incen-
tives and requirements for employment and training to improve the
capacity for employment of members of such families, and for other
purposes, having considered the same, reports favorably thereon with
amendments and recommends that the bill as amended do pass.

)






I. GENERAL STATEMENT
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I. GENERAL STATEMENT

H.R. 1 represents the most massive revision of the social security
laws that the Congress has ever undertalen. When combined with the
20-percent social security benefit increase enacted into law July 1 of
this year, the bill would increase Federal expenditures by $22 billion
more than would have been expended under the law in effect before
the 20-percent benefit. increase was enacted. That increase amounted
to an additional $8 billion in social security benefits; the social security
E'Ii(l,ylswns of the committee bill would raise cash benefits another $314,

illion.

Medicare benefits would rise $3 billion by 1974, due principally to
extension of medicare coverage to the disabled and to the inclusion of
drugs among the benefits provided under the program. 22 million
medicare beneficiaries, including two million disabled persons, would
benefit by the improved protection.

It is estimated that more than 5 million aged, blind, and disabled
persons would receive benefits under the new supplemental security
income program established under the bill, which would set a Federal
minimum guaranteed income at an added cost of $3 billion in 1974.

But perhaps the most significant features of the bill are those seek-
ing to reform the program of aid to families with dependent children.
The committee bill offers a bold new approach to the problem of in-
creasing dependency under this program. Under the committee bill,
if the family is headed by a father or if it is headed by a mother whose
youngest child has reached school age, the family would not be eligi-
ble to receive its basic income from welfare but instead would be given
an opportunity to become independent through employment, including
a guaranteed job and substantial economic incentives to move into
regular jobs. The cost of this new guaranteed job program would be
borne entirely by the Federal Government, and its cost together with
the substantial increase in Federal funds for the remaining AFDC
program would amount to an estimated increase of more than $4 billion
in Federal expenditures in 1974, with more than half of this amount
(over $2 billion) representing increased income to low-income working
fomilies Aims of Committee Bill

en a bill is as complicated as HLR. 1 and deals with so many
coglgicated issues aﬁ'ecn}:lg as many programs as YLR. 1 does, it 1s
difficult to characterize its aims in just a few categories (the remain-
ing chapters of this report describe all the provisions of the Committee
bill in full detail). But most of the committee’s actions on the bill
ithin a few broad purposes:
dofit W(lil)l I’II‘o reward Wgrkpeﬂ'ort for those who can be expected to
work; .
(2)’ To improve the lives of children;

(3)
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(3) To assist those who cannot work because of age, blindness,
or disability; . o .

(4) To assure program integrity through administrative con-
trol where this has been shown to be needed ; and )

(5) To provide fiscal relief to the States and to give them more
latitude to run their own programs.

Rewarding Work Effort for Those Who Can Work

When people look at the rapid growth in welfare in recent years,
their concern is primarily with the program of Aid to Families with
Dependent. Children. The number of recipients under this program
has more than doubled since January 1968, and the need to pay for
AFDC has forced States to shift funds into welfare that would other-
wise go for education, health, and housing and other pressing social
needs.

The rising AFDC rolls show that there are many children who are
needy in this country. But more importantly from the standpoint of
social policy, the rising rolls show an alarming increase in dependency
on the taxpayer. The proportion of children in this country who are
receiving AFDC has risen sharply, from three percent in the mid-50’s
to 9 percent today. This means that an increasing number of families
are becoming dependent on welfare and staying dependent on welfare.

A major cause of the growth of AFDC is increasing family breakup
and increasing failure to form families in the first place. Births out of
wedlock, particularly to teen-age mothers, have increased sharply in
the past decade.

Several generations ago, before there was any AFDC program, poor
families improved their economic conditions by taking advantage of
this country’s opportunities through a commitment to work, and
through the strengthening and maintenance of family ties. The social
compassion that gave rise to the AFDC program—particularly in
those States in which benefit levels are highest—appears to have had
the effect of undermining these routes to economic betterment, with
dismal consequences, particularly for the poor on welfare themselves.
The House bill, with the major expansion of welfare it contemplates,
would move a giant step further along a road that has proven so un-
successful up to now.

. But another approach is possible to improving the lives of low-
income families. As President Nixon has stated :

In the final analysis, we cannot talk our way out of poverty;
we cannot legislate our way out of poverty; but this Nation can
work its way out of poverty. What America needs now is not more
welfare, but more “workfare,” a new work-rewarding program.

The committee agrees with the President that work should be re-
warded and its value to the worker increased. Under the committee
bill, over $2 billion in additional income would be paid to low-income
working persons in 1974. A number of other provisions are included in
the committee bill which reflects the committee’s aim of increasing the
benefits of working.

Ten percent work bonus—Low-income workers in regular employ-
ment who head families would be eligible for a work bonus equal to
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10 percent of their wages ta. 1 i i
e e s et sy o e
$4,000 or less. For families where the husband’s and wife’

income exceeds $4,000, the work bonus would b 1 e oy ual
one-fourth of the amount by which their in  edual to $400 minus
work bonus, administered by the Internal Ri ven eé{ ceeds $4,000 The
about one billion dollars in"1 e o ovice, would cost
meﬁlfts to about free e i fgﬁi’l?g.i would provide work bonus pay-

Wage sup plement—Persons in jobs not cov ini
mum wage law, in which the emplloyer paid fer:sdtg);rtth?QFei'e;:glmfli
at least $1.50 per hour, would be eligible for a wage suple)ementwArlll
employee who is the head of a household with children and who 1);
working in one of these jobs would be eligible for a wage supplement
equal to three-quarters of the difference between what the Erlr)mh er
pays him and $2 per hour (for up to 40 hours a week) Thus ifvan
employer pays a wage of $1.50 an hour, the Federal su;bsidy would
amount to 38 cents an hour, three-quarters of the 50-cent uitference
between $1.50 and $2.00. In addition, the 15-cent work bonus the em-
ployee receives would bring the value of working one hour from the
$1.50 presently paid by the employer up to $2.03. No supplement would
be paid if the employer reduced the pay for the job; no jobs presently
paying the minimum wage would be down-graded under the Commit-
tee bill, and the minimum wage law itself would not be affected.

Guaranteed job opportunity—Since welfare programs are based
on need as measured by income, decreased work effort results in a
higher welfare benefit. This is not the case under the work bonus or
the wage supplement under the committee bill, which are directly
l'e!ate(% to work effort. Similarly, the third basic feature of the com-
mittee’s employment program rewards work effort directly. This third
element is the provision of a guaranteed job opportunity for persons
not able to find employment in a regular job. Persons considered to be
employable (able-bodied male heads of families, as well as mothers
with school-age children only) would no longer be eligible to receive
their basic income under the welfare system that has failed both them
and society, but instead would be guaranteed an opportunity to earn
$2.400 a year. An individual could work up to 32 hours a week at $1.50
per hour and would be paid on the basis of hours worked. Just as in
any other job, there would be no pay for hours not worked. A woman
with school-age children would not be required to be away from home
during hours that the children are not in school, nnless child care is
provided. She may be asked, however, in order to earn her wage, to
provide after-school care to children other than her own during the
hours she is at home.

Unlike the present welfare program and the House-passed bill, the
committee bill would not penalize participants for outside emplov-
ment. An individual who is able to find part-time employment in addi-
tion to the hours worked in the guaranteed job will be able to keep 100
percent of his or her earnings with no reduction in the wages earned
in the guaranteed job.

State supplementation.—To assure that the work incentives pro-
posed under the committee bill are not undermined by State welfare
programs, the committee bill would require States with welfare bene-
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fits of more than $200 monthly to supplement wages earned by families
headed by women participating in the employment program. Furth:lll‘-
more, in determining the amount of the supplementary payment, the
State would not be permitted to reduce the payment on account of any
earnings between $200 a mo_nth and $375 a month (the amount an
employee would earn, including the work bonus, working 40 hours a
week at $2.00 an hour) to ensure that the incentive system of the com-
mittee bill is preserved. L

Food stamps—Individuals participating in the employment pro-
gram would not be eligible to participate in the food stamp program.
However, States would be reimbursed the full cost of adjusting any
supplementary benefits they might decide to give to participants so af
to make up for the loss of food stamp eligibilify. In order to avoid hav-
ing States provide assistance to an entirely new category of recipient
not now eligible for federally-shared Aid to Families with Dependent
Children, the committee provided that the Work Administration,
which administers the guaranteed job program, would pay families
headed by an able-bodied father the amount equal to the value of food
stamps (but only to the extent that the State provides cash instead of
food stamps for families which are now in the Aid to Families with
Dependent Children category).

Child care—Lack of availability of adequate child care represents
perhaps the greatest single obstacle in the efforts of poor families, es-
pecially those headed by a mother, to work their way out of poverty.
It also represents a hindrance to other mothers in families above the
poverty line who wish to seek employment for their own self-fulfill-
ment or for the improvement of their family’s economic status. The
committee bill incorporates 2 new approach to the problem of expand-
ing the supply of child care services and improving the quality of
these services, through the establishment of a Bureau of Child Care
within the Work Administration. In addition to arranging to make
child care available, the committee bill would authorize appropria-
tions to subsidize the cost of child care for low-income working
mothers.

Other supportive services.—Services needed to continue in employ-
ment, including family planning services, would be provided partici-
pants in the employment program by the Work Administration.

Medical care—Under the committee bill, families participating in
the employment program who would be eligible for medicaid except
for their earnings from employment would remain eligible for medic-
aid_for one year. At that time they could choose to continue their
medicaid coverage by paying a premium equal to 20 percent of their
income (excluding work bonus payments) in excess of $2,400 an-
nually. Families participating in the employment program who would
be ineligible in any case for medicaid could also voluntarily elect to
receive medicaid benefits by paying a premium equal to 20 percent
of their income (including work bonus payments) above $2,400. The
committee bill includes an estimated $200 million in additional Fed-
eral payments representing the difference between the value of health
care received by these working persons and the cost of the premiums
they would actually pay.

Transportation assistance.—The committee recognizes that a major
reason for jobs going unfilled in metropolitan areas is the difficulty
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individuals face in getting to the job. The committee bill would au-
thorize the Work Administration to arrange for transportation assist-
ance where this is necessary to place its employees in regular jobs.

Developm% jobs.—In order to develop job opportunities in the pri-
vate sector, the committee bill would extend (in a modified form) the
present tax credit, for employers whe hire participants in the Work
Incentive Program, to employers who hire persons in guaranteed
cmployment. In order to create additional employment opportunities,
the committee bill would extend the credit to private persons hiring
participants.

Special minimum benefit for long-term workers under social secu-
rity—For long-time low-income workers, the committee bill contains
a provision guaranteeing a minimum social security benefit equal to
$10 per year for each year in covered employment in excess of 10
years. Thus a worker with 30 years of covered employment would be
assured of a social security benefit of at least $200 a month ; the mini-
mum payment to a couple would be $300 a month. A worker retiring
in 1972 who has worked all his life at the Federal minimum wage
applicable during his employment would be eligible for a monthly
benefit of about $160 today. Under the committee bill, his benefit
would be increased 25 percent to $200, well above the poverty level.
Thus the committee bill would achieve the original aim of the Social
Security Act of 1935, to provide regular long-term workers with an
income that would free them from dependency on welfare. Under
this provision of the committee bill, an estimated 700,000 persons
would get increased benefits beginning next January, and $152 mil-
lion in additional benefits would be paid in the first full year.

Increase in the earnings limit.—-Under the committee bill, the
amount that a social security beneficiary under age 72 may earn in a
year and still be paid full social security benefits for the year would
be increased from the present $1,680 to $2,300. For each $2 of earnings
above $2,400, benefits would be reduced by $1. An estimated 1.2 mil-
lion beneficiaries would receive higher benefit payments under this
provision, and 550,000 persons would become entitled to benefits for
the first time. About $1.1 billion in additional benefits would be paid
in 1974.

Increased benefits for delayed retirement.—The House bill provides
for an increase in social security benefits of one percent for each year
after age 65 that an individual fails to receive social security benefits
because he continues to work instead of retiring. The House bill would
apply only to persons beginning to receive social security after the
enactment of H.R. 1. The committee felt that the principle of increas-
ing benefits for delayed retirement should apply as well to persons
already receiving social security. Under the committee bill, 5 million
persons would get increased benefits totaling about $200 million in
the first full year. o

Income disreqard under supplemental security income for the aged,
blind. and disabled—Under present law, each dollar of social security
benefits received generally reduces welfare payments by one dollar.
The committee felt that persons receiving social security should re-
ceive an economic benefit for the taxes that they paid when they
worked to earn entitlement to social security benefits. Accordingly,
under the committee bill aged, blind, and disabled persons who receive
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social security would be assured a minimum monthly income of at
least $180 for an individual and $245 for a couple (as compared with
$130 and $195 for individuals and couples with no other income). In
addition to providing a monthly disregard of $50 of social security
or other income, the committee approved an additional disregard for
aged, blind, or disabled persons of $85 of earned income plus one-half
of any earning above $85. This will enable those persons who are able
to do some work to do so without suffering a totally offsetting reduc-
tion in their supplemental security income payments.

Improving the Lives of Children

The program of Aid to Families with Dependent Children began
and remains a program to help needy children; the basis of eligibility
for AFDC payments was and remains the presence of a child. The
committee bill seeks to improve the lives of children in a number of
areas: by providing a higher income for low-income working families
with children; by providing for improved health care; by arranging
for better child care; by increasing support for child welfare services
designed to strengthen family life and to keep the family together; by
supporting foster care for children when the child’s home is not suit-
able; by arranging for protective payments to ensure that funds are
used in the best interests of the child; by providing a mechanism to
ensure the child’s right to have the paternity of his father established
and to obtain support payments; and by making special provision for
emergency assistance to children in families of migrant workers.

Haigher income for working families.—The provisions of the com-
mittee bill outlined in the preceding section show how the committee
bill would provide more than $2 billion in additional income to low-
income working families. In addition, ending the cycle of dependency
that now links generation to generation is a major goal of the com-
mittee bill, and one which should have a profound effect on the lives
of children.

Health care for children.—Under the committee bill several million
low-income working persons not now eligible for Government health
benefits would be eligible to buy subsidized health care protection for
their families. Their premium, equal to 20 percent of their income (ex-
cluding work bonus payments) in excess of $2,400 annually, would
pay part of the cost of this protection, with the Federal Government
paying the remaining $200 million in estimated cost. Some million
children not now covered under the medicaid program could receive
health protection under this provision if their parents elect coverage.

Another provision of the committee bill extends the program of
special project grants for maternal and child health. The project
grant program has been utilized primarily to bring comprehensive
health care to children of low-income families in urban areas.

In 1967 the Congress required that States begin screening all chil-
dren under age 21 for handicapping conditions. States have failed to
meet this requirement, and HEW regulations require States to provide
health care screening only to children under age six. The committee
added a provision to the bill reiterating that screening services must
be provided to all eligible children between ages of 7 and 21 by
July 1, 1973. To insure that children receive the screening the Congress
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intends, the committee provision would reduce Federal grants for
AFDC by two percent beginning July 1, 1974, if a State fails to (a)
inform parents receiving AFDC or participating in the employment
program of the availability of child health screening services; (b)
actually provide or arrange for such services; or (c) arrange for or
refer for appropriate corrective treatment, the children disclosed by
such screening as suffering illness or impairment.

Medicaid coverage of mentally ill children.—~Under present law,
Federal matching for the treatment of mentally ill persons under the
medicaid program is limited to persons 65 years of age or older. The
committee bill would for the first time extend Federal financial par-
ticipation to inpatient care in mental institutions for children eligible
for medicaid. Federal matching would only apply if the care consisted
of a program of active treatment, was provided in an accredited medi-
cal institution, and provided that the State maintains the level of ex-
penditures it is now making for mentally ill children.

Child care—The committee bill will significantly improve the care
that thousands of children receive while their parents work. Care pro-
vided under the committee bill will have to meet Federal standards
designed to assure that adequate space, staffing, and health require-
ments are made. In addition, facilities used will have to meet the life
safety code of the National Fire Protection Association.

Protection of children—The committee bill would require (rather
than merely permit) States to assure that welfare payments are being
used in the best interests of the children for whom they are intended.
When a welfare agency has reason to believe that the Aid to Families
with Dependent Children payments are not being used in the best in-
terests of the child, it must provide counseling, and guidance services
so that the mother will use the payments in the best interests of the
child. This failing, the agency must make protective payments to a
third party who will use the funds for the best interests of the child.

Failure to pay rent leads to eviction and disruption of a child’s
life. The committee therefore provided that if the parent of a child
receiving AFDC has failed to make rent payments for two eonsecu-
tive months, the welfare agency may, depending on the circumstances
of the case, make a rent payment directly to the landlord if he agrees
to accept the amount actually allowed for shelter by the State as total
payment for the rent. . .

Under the employment program, mothers in families with no chil-
dren under age six would generally be ineligible to receive their basic
income from the Aid to Families with Dependent Children program.
It is possible that a few mothers will ignore the welfare of their chil-
dren and refuse to take advantage of the employment opportunity. To
prevent the children from suffering because of such neglect, the Work
Administration would be authorized to make payment to the family
for up to one month if the mother is provided counseling and other
services atmed at persuading her to participate in the employment pro-
gram. Following this, the mother would either have to be found to
be incapacitated under the Federal definition (that is, unable to en-
gage in substantial gainful employment), with mandatory referral
to vocational rehabilitation agency; or, if she is not found to be inca-
pacitated, the State would arrange for protective payments to a third
party to ensure that the needs of the chi dren are provided for.
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Child welfare services—The committee bill would increase the an-
nual authorization for Federal grants to the States for chlld'w_elfa}'e
services to $200 million in fiscal year 1973, rising to $270 million in
1977 and thereafter. These figures compare with a $46 million appro-
priation in 1972. While it is expected that a substantial part of any
increased appropriation under this higher authorization will go toward
meeting the cost of providing foster care, the Committee bill (unlike
the House bill) avoided earmarking amounts specifically for foster
care so that wherever possible States and counties can use the addi-
tional funds to expand preventive child welfare services with the aim
of helping families stay together, thus avoiding the need for foster
care. The additional funds can also be used for adoption services, in-
cluding action to increase adoption of hard to place children.

The committee bill also provides for establishing a National Adop-
tion Information Exchange System designed to assist in the place-
ment of children awaiting adoption and to make it easier for parents
wishing to adopt children to do so. L

Okild support—Family breakup and failure to form families in the
first place are major factors in the very rapid growth in the AFDC
rolls in recent years. New provisions were written into the law in 1967
which unfortunately have proven ineffective in stemming the trend.
The committee believes that an effective mechanism for assuring that
fathers meet their obligation to support their children, in addition to
the immediate effect of reducing welfare costs, will provide a strong
deterrent to fathers who might otherwise desert—a deterrent that will
keep families intact and will thus have a significant impact on im-
proving the lives of children in the families.

Under this mechanism a mother, as a condition of eligibility for
welfare, would assign her right of support payments to the Govern-
ment. Under the leadership of the Attorney General, States would es-
tablish programs of obtaining child support (including the deter-
mination of paternity where this is necessary). State expenses for the
collection unit established under the committee bill would be provided
75 percent Federal matching instead of 50 percent as under present
law. Any information held by the Internal Revenue Service, the Social
Security Administration, or other Federal agency would be available
to help locate the absent father. This location service could be used
by any mother seeking support from a deserting father, even if the
family does not receive welfare.

The State collection unit would generally find it desirable to encour-
age the father to reach a voluntary agreement for making regular sup-
port payments. Where the voluntary approach is not successful, the
committee bill provides for stronger legal remedies including the col-
lection mechanisms available to the Federal Government such as the
use of the Internal Revenue Service to garnishee the wages of the
i';bsgnt Farent.tTllg welfare paymebr;ts to the family would serve as the

asis of a continuing monetary obligation of the deserti
the United States. & Y € erting parent to

If attempts to obtain support payments are unsuccessful, the
committee bill provides for Federal criminal penalties for an absent
parent who has not fulfilled his obligation to support his family when
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the family receives welfare payments in which the Federal Govern-
ment participates.

Child’s right to have paternity established.—The committee believes
that a child born out of wedlock has a right to have his paternity ascer-
tained in a fair and efficient manner, and that society slgould act on the
child’s behalf to establish paternity even where this conflicts with the
mother’s short-term interests. As part of its comprehensive approach
to obtain child support, the committee bill includes several provisions
designed to lead to a more effective system of establishing paternity.

First, a father not married to the mother of his child would be re-
quired to sign an affidavit of paternity if he agreed to make support
payments voluntarily in order to avoid court action. Most States do
not permit initiation of paternity actions more than two or three years
after the chjld’s birth; the affidavit would serve as legal evidence of
paternity in the event that court action for support should later be-
come necessary.

Second, there is evidence that blood typing techniques have devel-
oped to such an extent that they may be used to establish evidence of
paternity at a level of probability acceptable for legal determinations.
Moreover, if blood grouping is conducted expertly, the possibility of
error can all but be eliminated. Therefore, the committee adopted
a provision to authorize and direct the Department of Health, Educa-
tion, and Welfare to establish or arrange for regional laboratories
that can do blood typing for purposes of establishing paternity, so
that the State agencies and the courts would have this expert evi-
dence available to them in paternity suits. No requirement would be
made in Federal law that blood tests be made mandatory. The services
of the laboratories would be available with respect to any paternity
proceeding, not just a proceeding brought by, or for, a welfare
recipient.

Emergency assistance to migrant families with children.—Under ex-
isting law, emergency assistance may, at the option of the States, be
provided to needy families in crisis situations, and it may be provided
either statewide or in part of the State. Emergency assistance pro-
grams have been adopted in about half of the States, and they receive
50 percent Federal matching. Under the law, assistance may be fur-
nished for a period not in excess of 30 days in any 12-month period in
cases in which a child is without available resources and the payments,
care, or services involved are necessary to avoid destitution of the
child or to provide living arrangements for the child. The committee
bill (1) requires that all States have a program of emergency assist-
ance to migrant families with children; (2) requires that the program
be statewide in application; and (3) provides 75 percent Federal
matching for emergency assistance to migrant families.

Social security provisions related to benefits for children—The com-
mittee bill contains several provisions related specifically to children’s
benefits, which would: (1) Extend social security coverage to certain
grandchildren not adopted by their grandparents; (2) provide child-
hood disability benefits if the disability began before age 22 rather
than before age 18 as under present law; and (3) liberalize the eligibil-
ity requirements for children adopted by social security beneficiaries.
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Aiding Aged, Blind, and Disabled Persons

The committes continues to place primary reliance on the social se-
curity system to provide income to aged, blind, and disabled persons,
and as in the past considers it appropriate for workers to contribute
during their productive working years as they build up entitlement to
retirement, disability, and survivor benefits. The social security pro-

ram has succeeded remarkably well in its original intention of replac-
ing old age assistance. The proportion of aged persons receiving social
security has mounted steadily since 1940 until the program is now
nearly universal, while at the same time the proportion of the aged
population receiving welfare has declined from 23 percent of the
elderly 30 years ago to 10 percent today. Building on the 20-percent
benefit increase already enacted into law, the committee bill would
create a new Supplemental Security Income program, administered
by the Social Security Administration, which would set a Federal
guaranteed minimum income level for aged, blind, and disabled per-
sons, with higher incomes guaranteed for those entitled to social
security benefits. .

Benefits for widows.—The committee bill would provide benefits for
a widow equal to the benefit her deceased husband would have received
if he were still living. Under the bill, a widow who begins receiving
benefits at age 65 or after would receive 100 percent (rather than 8214
percent as under present law) of the amount her deceased husband was
receiving at his death, or the amount he would have received if he had
begun getting benefits at age 65. Under this provision $1.1 billion in
additional benefits would be paid to 3.8 million persons in 1974.

Ewtension of medicare to the disabled.—The major provision in the
committee bill affecting blind and disabled social security beneficiaries
would extend medicare coverage to 1.7 million disabled social security
beneficiaries at a cost of $1.5 billion in the first full year for hospital
insurance and $350 million for a supplementary medical insurance.

Reduction in waiting period for disability benefits—Under present
law, an individual must be disabled throughout a full six-month period
before he may be paid disability insurance benefits. Under the com-
mittee bill, the waiting period would be reduced two months to a 4-
month period. An estimated 950,000 beneficiaries would become entitled
to $274 million in additiona]l benefits under this provision in 1974.

. Disability benefits for the blind.—The committee bill substantially
liberalizes the provisions of present law relating to blind persons. In
particular, the committee bill would make blind persons with at least
six quarters of coverage eligible for disability benefits, and permit
blind persons to qualify for benefits regardless of their capacity to
work and whether they are working.

Coverage of drugs under medicare—The cost of outpatient pre-
scription drugs represents a major item of medical expense for many
older people, especially those suffering from chronic conditions, The
costs of such drugs are not presently covered under the medicare pro-
gram. The committee bill would cover under the medicare program
the cost of certain specified drugs purchased on an outpatient basis
which are necessary in the treatment of the most common crippling
or life-threatening chronic disease conditions of the aged. Beneficiaries
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would pay $1 toward the cost of each prescribed drug included in the
reasonable cost range for the drug involved.

Limiting the premium for supplementary medical insurance.—Dur-
ing the first 5 years of the program it has been necessary to increase the
part B premium almost 100 percent—from $8.00 monthly per person
in July 1966 to a $5.80 rate in July 1972. The government pays an equal
amount from general revenues. This increase and projected future
inereases represent an increasingly significant financial burden to
the aged living on incomes which are not increasing at a similar rate.

The committee bill would limit part B premium increase to not more
than the percentage by which the social security cash benefits had
been generally increased since the last part B premium adjustment.
Costs above those met by such premium payments would be paid
out of general revenues in addition to the regular general revenue
matching.

Medicare coverage for spouses and social security beneficiaries under
age 65—Under present law, medicare coverage is restricted to persons
age 65 and over, but persons age 60 through 64 (including retired
workers, their spouses, widows, or parents) find it difficult to obtain
adequate private health insurance at a rate which they can afford. The
committee bill would make medicare protection available at cost to
spouses age 60 to 64 of medicare beneficiaries and to other persons age
60 to 64 entitled to benefits under the Social Security Act.

Supplementary security income for the aged, blind, and disabled.—
Under present law, aged, klind, and disabled persons are eligible for
welfare benefits under the various State assistance programs, with
the State setting the payment levels. The committee bill would sub-
stitute instead a new federally administered program of supplemental
security income for aged, blind, and disabled persons. Under this
program, aged, blind, and disabled individuals would be assured a
monthly income of at least $130 for an individual or $195 for a couple.
In addition the committee bill would provide that the first $50 of social
security or other income would not cause any reduction in amount of
the supplementary security income payruent.

As a result, aged, blind, and disabled persons who also have monthly
income from social security or other sources (which are not need-
related) of at least $50 would, under the committee bill, be assured
total monthly income of at least $180 for an individual or $245 for a
couple.

Use of trust funds for rehabilitation.—Under present law, up to
one percent of the amount of social security trust funds paid to dis-
abled beneficiaries in the prior year may be used to pay for the costs
of rehabilitating disabled beneficiaries. In order to provide additional
funds for rehabilitating these disabled persons, the committee bill
would increase by 50 percent the percentage of the trust funds which
could be used for rehabilitation. ] ]

Rehabilitation of alcoholics and addicts—The committee is par-
ticularly concerned that persons who are disabled because of alcohol-
ism or drug addiction be provided rehabilitative services under a
program of active treatment rather than simply being provided income
with which to support_their addiction or alcoholism. Accordingly,
alcoholics and drug addicts under the committee bill would be able
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to receive maintenance payments only as part of a program of active
treatment.

Improving Program Integrity and Enhancing Quality of Care

The committee bill includes a number of provisions designed to im-
prove administrative control and quality of care assurance in the medi-
care and medicaid programs and to restore the integrity of the welfare
programs. s .

E'stablishment of Professional Standards Review Organizations.—
The committee has found substantial indications that a significant
amount of health services paid for under the medicare and medicaid
programs would not be found medically necessary under appropriate
professional standards. In some instances, the services provided are
of unsatisfactory professional quality.

The committee bill would establish Professional Standards Review
Organizations, sponsored by organizations representing substantial
numbers of practicing physicians in local areas, to assume responsi-
bility for comprehensive and ongoing review of services covered under
the medicare and medicaid programs. The purpose of the amendment
would be to assure proper utilization of care and services provided in
medicare and medicaid utilizing a formal professional mechanism
representing the broadest possible cross-section of practicing physi-
clans in an area. Appropriate safeguards are included so as to ade-
quately provide for protection of the public interest and to prevent
pro forma assumption in carrying out of the important review ac-
tivities in the two highly expensive programs. The amendment pro-
vides discretion for recognition of and use by the PSRO of effective
utilization review committees in hospitals and medical organizations.

Inspector General for medicare and medicaid—There 1s at present
no independent reviewing mechanism charged with specific responsi-
bility for ongoing and continuing review of medicare and medicaid
in terms of the efficiency and effectiveness of program operations and
compliance with congressional intent. While HEW’s Audit Agency
and the General Accounting Office have done helpful work, there is a
need for day-to-day monitoring conducted at a level which can
promptly call the attention of the Secretary and the Congress to im-
portant problems and which has authority to remedy some of those
problems in timely. effective and responsible fashion.

The committee bill would create the Office of Inspector General for
Health Administration in the Department of Health, Education, and
Welfare. The Inspector General would be appointed by the Presi-
dent, would report to the Secretary, and would be responsible for
reviewing and auditing the social security health programs on a con-
tinuing and comprehensive basis to determine their efficiency, econ-
omy, and consonance with the statute and congressional intent.

Limitations on coverage of costs under medicare—The committee
bill authorizes the Secretary to establish limits on overall direct or in-
direct costs which 1will be recognized as reasonable for comparable
services in comparable facilities in an area. He may also establish
maximum acceptable costs in such facilities with respect to items or
groups of services (for example, food costs, or standby costs). The
beneficiary is liable for any amounts determined as excessive (except
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that he may not be charged for excessive amounts in a facility in
which his admitting physician has a direct or indirect ownership
interest). The Secretary is required to give public notice as to those
facilities where beneficlaries may be liable for payment of costs de-
termined as not “necessary” to efficient patient care.

Limitation on prevailing charge levels—Under the present reason-
able charge policy, medicare pays in full any»physician’s charge that
falls within the 75th percentile of customary charges in an area. How-
ever, there is no limit on how much physicians, in general, can increase
their customary charges from year to year and thereby increase medi-
care payments and costs.

The committee bill recognizes as reasonable, for medicare reim-
bursement purposes only, those charges which fall within the 75th
percentile. Starting in 1973, increases in physicians’ fees allowable for
medicare purposes, would be limited by a factor which takes into ac-
count increased costs of practice and the increase in earnings levels
in an area.

With respect to reasonable charges for medical supplies and equip-
ment, the amendment would provide for recognizing only the lower
charges at which supplies of similar quality are widely available.

Public disclosure of information regarding deficiencies—Physi-
cians and the public are currently unaware as to which hospitals, ex-
tended care facilities, skilled nursing home and intermediate care
facilities have deficiencies and which facilities fully meet the statutory
and regulatory requirements. This operates to discourage the direction
of physician, patient, and public concern toward deficient facilities,
which might encourage them to upgrade the quality of care they
provide to proper levels.

Under the bill the Secretary of Health, Education, and Welfare
would be required to make reports of an institution’s significant defi-
ciencies or the absence thereof (such as deficiencies in the areas of
staffing, fire safety, and sanitation) a matter of public record readily
and generally available at social security district offices. Following
completion of a survey of a health care facility or organization, those
portions of the survey relating to statutory requirements as well as
those additional significant survey aspects required by regulations
relating to the capacity of the facility to provide proper care in a safe
setting would be matters of public record. )

Determining eligibility for welfare~—Generally speaking, the usual
method of determining eligibility for public assistance has involved
the verification of information provided by the applicant for assist-
ance through a visit to the applicant’s home and from other sources.
For persons found eligible for assistance, redetermination of eligi-
bility is required at least annually. and similar procedures are followed.

The Department of Health, Education, and Welfare has required
States to use a simplified or “declaration method” for aid to aged,]o]md,
and disabled, and has strongly urged that this method be used in the
program of Aid to Families with Dependent Children. The simplified
or “declaration method” provides for eligibility determinations to be
based to the maximum extent possible on the information furnished by
the applicant, without routine interviewing of the applicant and with-
out routine verifiration and investigation by the caseworker. The com-
mittee bill precludes the use of the declaration method by law. It also
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explicitly authorizes the States in the statute to examine the applica-
tion or current circumstances and promptly make any verification from
independent or collateral sources necessary to insure that eligibility
exists, The Secretary could not, by regulation, limit the State’s author-
ity to verify income or other eligibility factors. :

Recouping overpayments—In 1970 the Supreme Court ruled that
welfare payments could not be terminated before a recipient is afforded
an evidentiary hearing. The Health, Education, and Welfare regula-
tions based on the court’s decision permit the recipient to delay the
hearing in order to continue to receive welfare payments long after he
has become ineligible. Other regulations virtually preclude recovering
overpayments. .

The committee bill deals with this situation by requiring State
welfare agencies to reach a final decision on the appeal of a welfare
recipient within 30 days following the day the recipient was notified
of the agency’s intention to reduce or terminate assistance. The bill
would also require the repayment to the agency of amounts which a
recipient received during the period of the appeal if it was determined
that the recipient was not entitled to them.

Quality of work performed by welfare personnel.—In an effort
to try to upgrade the quality of work performed by welfare personnel,
the committee bill directs the Secretary of the Department of Health,
Education, and Welfare to study and report to the Congress by Janu-
ary 1, 1974, on ways of enhancing the quality of welfare work, whether
by fixing standards of performance or otherwise. In making this study,
the Secretary could draw on the knowledge and expertise of persons
talented in the field of welfare administration, including those having
direct contact with recipients. He should also benefit from suggestions
made by recipients themselves as to how the level of performance in
the administration of the welfare system might be improved, with a
view toward ending the wide variations in employee conduct which
characterize today’s system, and moderating the extremes to which
some social workers go in performing their duties.

Offenses by welfare employees—Under present Federal law there
is no provision particularly directed to the question of employee con-
duct in the administration of the welfare program. Under the commit-
tee bill, rules similar to those applicable to Internal Revenue Service,
employees would apply under the welfare laws. The committee is
hopeful that this provision could lead to an upgrading of the quality
of performance by welfare workers in general.

Fiscal Relief for States and Additional Administrative Latitude

. The committee is well aware that the growth of the welfare rolls
since 1967 has been one of the significant factors in bringing about the
fiscal crisis currently facing State and local governments. Much of this
growth has been due to increased Federal intervention in the control
of the AFDC program by the States. The committee feels that having
the Federal Government take over the control of this program 1s
not the step that should be taken. It believes that the correct ap-
proach is in the opposite direction. Accordingly, the committee care-
fully designed many parts of this bill so that the State’s control of
the AFDC program would be strengthened rather than weakened. The



17

committee recognizes, however, that this represents a long-range solu-
tion and that many States feel an acute need for immediate relief from
the pressures of swollen welfare budgets. Under the committee bill
therefore, the fiscal burden on the States will be substantially de-
creased through creation of the new Federal Supplemental Security
Income program in lieu of the present program of aid to the aged,
blind, and disabled, through increases in the Federal funding of assist-
ance payments to families, and through indirect fiscal relief resulting
from improvements which the committee bill makes in the general
structure of the AFDC program.

Supplemental security income for the aged, blind, and disabled.—
The committee bill establishes a new program of supplemental secu-
rity income for the aged, blind, and disabled, with Federal administra-
tion and with the Federal Government paying the full cost of the pro-
gram as a replacement of the present Federal-State programsof aid
to the aged, blind, and disabled, this new program will save States
about $800 million annually.

Aid to Families with Dependent Children.—In the Aid to Families
with Dependent Children program, the committee bill changes the
funding mechanism from the present formula matching to a block
grant approach. This new method of providing Federal funds for
AFDC results in substantial immediate fiscal relief and is also con-
sistent with the committee’s desire to return to the States a greater
measure of control over their welfare programs. For the last 6 months
of calendar year 1972 and for 1973 the block grant would be based on
the funding for calendar year 1972 under current law. Starting in
1974 the grant would be adjusted to take into account the effects of the
work program. . .

Child welfare services—Federal appropriations for child welfare
services have remained at $46 million for the past 7 years, represent-
ing about one-seventh of total State and local expenditures for child
welfare services programs. The committee bill would increase the
authorizations for child welfare services to $200 million in fiscal year
1973 rising to $270 million in fiscal year 1977 and thereafter.

State medicaid savings—The provisions of the committee bill ex-
tending medicare coverage to disabled social security beneficiaries, in-
cluding prescription drugs under the medicare program, and providing
Federal medicaid matching for the first time for mentally ill children
will save States substantial amounts under their medicaid programs.

Limiting regulatory authority of the Secretary of Health, Educa-
tion. and Welfare—The Social Security Act permits the Secretary of
Health, Education, and Welfare to “make and publish such rules and
regulations, not inconsistent with this act, as may be necessary to the
efficient administration of the functions” with which he is charged
under the act. Similar authority is provided under each of the welfare
programs. Particularly since January 1969, regulations have been
issued under this general authority with little basis in law and which
sometimes have run directly counter to legislative history. Many States
have attributed at least a part of the growth of the welfare caseload in
recent, years to these regulations of the Department of Health, Educa-
i fare. A .
th’ i?l(ring:l of committee decisions deal with problems raised by
specific HEW regulations. In addition, the committee agreed to
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modify the statutory language quoted above by limiting the Secre-
tary’s regulatory authority under the welfare programs so that he
may issue regulations only with respect to specific provisions of the
act and even in these cases the regulations may not be inconsistent with
the provisions of the Act. L.

Permitting States more latitude under medicaid—The medicaid
program has been a significant burden on State finances. Two require-
ments of present law would be deleted by the committee bill. These
requirements prevent a State from ever reducing medicaid expendi-
tures and require that a State medicaid program ever expand until
the program is comprehensive.
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II. SUMMARY OF PRINCIPAL PROVISIONS OF THE BILL
A. Social Security Cash Benefits

1. PROVISIONS OF THE HOUSE BILL CHANGED AND NEW PROVISIONS
ADDED BY THE COMMITTEE

Seecrar Minmmom Casa BeENEFITS

The House-passed bill would provide a special minimum benefit
- of $5 multiplied by the number of years in covered employment up to
30.years, producing a benefit of at least $150 a month for a worker
who has been employed for 30 years under social security coverage. The
committee bill replaces this with a provision for a special minimum
benefit under the social security program which would provide a pay-
ment of $200 per month ($300 for a couple) for persons who have Eeen
employed in covered employment for 30 years. This benefit would
be paid as an alternative to the regular benefits in cases where a higher
benefit would result.

Under this provision, the new higher minimum benefit would become
payable to people with 19 or more years of employment ; at that point,
the special minimum benefit would be more than the regular mini-
mum—$85 as compared to the regular minimum benefit of $84.50 which
under present law will be payable starting in October. A worker with
20 years of employment under social security would thus be guaran-
teed a benefit of at least $100; one with 25 years would be guaranteed
at least $150, while one with 30 years would receive at least $200 a
month, Minimum payments to a couple would be one and one-half
times these amounts.

Effective date—January 1973.

Number of people affected and dollar payments.—1700,000 people
would get increased benefits on the effective date and $152 million in
additional benefits would be paid in 1974.

INcreasep BENEFITS FOR THosE WHo DErLay Rerikement BEYOND
Ace 65

The committee bill includes the provision in the House bill which
would provide for an increase in social security benefits of 1 percent
for each year after age 65 that the individual delays his retirement.
However, the committee modified the provision so that the additional
benefit would apply to persons already retired, rather than only to
those coming on the social security rolls after the bill’s enactment.

E fective date—January 1973.

@0
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Number of people affected and dollar payments—5 million people
would get infcl?;aszd bgleﬁts on the effective date and $198 million 1n
additional benefits would be paid in 1974.

LIBERALIZATION OF THE RETIREMENT TEST

The amount that a beneficiary under age 72 may earn In a year and
still be paid full social security benefits for the year would be in-
creased from the present $1,600 to $2,400 in the committee bill (com-
pared with $2,000 in the House bill). Under present law, benefits are
reduced by $1 for each $2 of earnings between $1,680 and $2,800 and
for each $1 of earnings above $2,880. The committee bill would pro-
vide for a $1 reduction for each $2 of all earnings above $2,400, there
would be no $1-for-$1 reduction as under present law. Also, in the year
in which a person attains age 72 his earnings in and after the month in
which he attains age 72 would not be included, as under present law,
in determining his total earnings for the year.

Future increases in the amount of exempt earnings would be auto-
matic as average earnings rise.

Effective date—January 1973. .

Number of people affected and dollar payments—1.2 million bene-
ficiaries would become entitled to higher benefit payments on the
effective date and 550,000 additional people would become entitled to
be'rrleﬁts. About $1.1 billion in additional benefits would be paid in
1974.

RepuctioN 1N WarriNe PErIop ¥or DisaBiLIiTY BENEFITS

Under the House bill, the present 6-month period throughout which
a person must be disabled before he can be paid disability benefits
would be reduced by 1 month (to 5 months). Under the committee
bill, the waiting period would be reduced 2 months to a 4-month period.

Effective date. January 1973,

Number of people affected and dollar payments.—950 thousand bene-
ficiaries would become entitled to additional benefit payments in 1974
and 8 thousand additional people would become entitled to benefits.
About $274 million in additional benefits would be paid in 1974.

DisaBiLity BENEFITS For INDIVIDUALS WHo ARE Branp

The committee bill includes provisions not contained in the House-
passed bill: (a) making disability benefits payable to blind persons
who have six quarters of coverage earned at any time; (b) changing
the definition of disability for the blind to permit them to qualify for
benefits regardless of their capacity to work and whether the work;
(c) permitting the blind to receive disability benefits beyonc{ age 65
without regard to the retirement test; and (d) excluding the
blind from the requirement that disability benefits be suspended
when a beneficiary refuses without good cause to accept vocational
rehabilitation.

Effective date.—January 1973.

Number of people affected and dollar payments—250 thousand
additional people would become eligible for benefits on the effective
date and $246 million in additional benefits would be paid in 1974.
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PAYMENTS BY AN EMPLOYER TO THE SURVIVOR OR ESTATE OF A FORMER
EMPLOYEE OrR TO A DisaBLED ForMER EMPLOYEE

Under the House-passed bill amounts earned by an employee which
are paid after the year of his death to his survivors or his estate would
be excluded from coverage. Under present law, such wages are covered
and social security taxes must be paid on these wages but the wages
cannot be used to determine eligibility for or the amount of social secu-
rity benefits. The committee bill extends this provision to payments
made to disability insurance beneficiaries.

Efective date—January 1978,

IssUANCE OF SoctAL SECURITY NUMBERS AND PENALTY For FURNISHING
Farse INForMATION To OBTAIN A NUMBER

The committee bill includes a number of provisions (not included in
the House bill) dealing with the method of issuing social security
account numbers. Under present law, numbers are issued upon appli-
cation, often by mail, upon the individual’s motion.

Under a committee amendment, numbers in the future generally
would be issued at the time an individual enters the school system ; for
most persons, this would be the first grade. In the case of non-citizens
entering the country under conditions which would permit them to
work, numbers would be issued at the time they enter the country or in
the case of a person who may not legally work at the time he is ad-
mitted to the United States, the number would be issued at the time his
status changes. In addition to these general rules, numbers would be
issued to persons who do not have them at the time they apply for
benefits under any federally financed program.

As a corollary to this more orderly system of issuing social security
account numbers, the committee bill would provide criminal penalties
for (1) knowingly and willfully using a social security number that
was obtained with false information or (2) using someone else’s social
security number. The penalty would involve a fine of up to $1,000 or
imprisonment for up to 1 year or both. These criminal penalties
perfect and improve upon features of the House bill relating to false
information with respect to social security numbers.

Effective date—January 1973

UNDERPAYMENTS

The committee bill includes a provision not contained in the House
bill, under which additional relatives (by blood, marriage, or adoption)
would be added to the present categories of persons listed in the law
who may receive social security cash payments due a deceased
beneficiary.

Efective date.—January 1973.

TreatmeNT oF INcome From SaLE oF Cerraiv Lrrerary or
ArrtisTic ITEMS

The committee bill includes a provision (not contained in the House
bill) to exclude income from sale of certain literary or artistic items
created before age 65 from income for purposes of determining the
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amount of benefits to be withheld under the social security earnings
test. Under existing law, such income is not counted if the literary
work was copyrighted before age 65. Under the amendment, the time
of copyright is immaterial so long as the work which produced the
literary or artistic item was performed before age 65.

Effective date—January 1973.

BeneriTs For A Caip Basep oN THE EarniNes REcorp oF a
GRANDPARENT

Under the House bill, coverage would be extended to grandchildren
not adopted by their grandparents if their parents have died and if
the grandchildren were living with a grandparent at the time the
grandparent qualified for benefits. The committee approved the House
provision but extended it to instances where the grandchild’s parents
are totally disabled, and the grandchild is living with a grandparent.

Effective date—January 1973.

BEeNEFITS FOR DISABLED AND DEPENDENT SISTERS AND BROTHERS

The committee bill includes a provision (not contained in the House
bill) to extend social security coverage to disabled, dependent sisters
and brothers.

Effective date.—January 1973, .

Number of people affected and dollar payments—50 thousand addi-
tional people would become eligible for benefits on the effective date
and $79 million in additional benefits would be paid in the first full
year.

ReronD oF Sociar Security Tax to MemBERs oF CERTAIN
' Revierous Fartas Oprosep T0 INSURANCE

Under present law, members of certain religious sects who have
conscientious objections to social security by reason of their adherence
to the established teachings of the sect may be exempt from the social
security self-employment tax provided they also waive their eligibility
for social security benefits. This exemption was written largely to re-
lieve the Old Order Amish from having to pay the social security
tax when, because of their religious beliefs, they would never draw
social security benefits.

The committee bill would extend the exemption (by a refund or
credit against income taxes at year end) from social security taxes
to members of the sect who are “employees” covered by the Social Se-
curity Act as well as the “self-employed” members of the sect. The
employee would have to file an application for exemption from the
tax and waive his eligibility for social security and medicare benefits
just as the self-employed members must presently do. The provisions
specifically provides that there would be no forgiveness of the em-
ployer portion of the social security tax as the committee believes this
would create an undesirable preference in the statute.

Effective date—January 1973.
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DeatH BeNerrrs Wuere Bopy Is UNAVAILABLE FOR BURrIaL

Under Public Law 92-223, expenses of memorial services can be
counted as funeral expenses for the purpose of the social security lump
sum death payment, even though the body is unavailable for burial or
cremation. The provision applies only with respect to deaths after
December 29, 1971. The committee bill would cover deaths occurring
afltleﬁr_ };960’ thus spanning the entire period of the Southeast Asian
conflict.

2. PROVISIONS OF THE HOUSE BILL THAT WERE NOT CHANGED BY
THE COMMITTEE

INCREASE IN WiDow’s AND WIDOWER’s INSURANCE BENEFITS

Under present law, when benefits begin at or after age 62 the benefit
for a widow (or dependent widower) is equal to 8214 percent of the
amount the deceased worker would have received if his benefit had
started when he was age 65. A widow can get a benefit at age 60 re-
duced to take account of the additional 2 years in which she would
be getting benefits.

Both the House bill and the committee bill would provide benefits
for a widow equal to the benefit her deceased husband would have
received if he were still living. Under the bill, a widow whose benefits
start at age 65 or after would receive either 100 percent of her de-
ceased husband’s primary insurance amount (the amount he would
have been entitled to receive if he began his retirement at age 65) or,
if his benefits began before age 65, an amount equal to the reduced
benefit he would have been receiving if he were alive.

Under the bill, the benefit for a widow (or widower) who comes
on the rolls between 60 and 65, would be reduced (in a way similiar
to the way in which widows’ benefits are reduced under present law
when they begin drawing benefits between ages 60 and 62) to take
account of the longer period over which the benefit would be paid.

Effective date—January 1973, .

Number of people affected and dollar payments.—3.8 million people
would get increased benefits on the effective date and $1.1 billion in
additional benefits would be paid in the first full year.

Ace 62 CompuraTioN Point For MEN

Under present law, the method of computing benefits for men and
women differs in that years up to age 65 must be taken into account
in determining average earnings for men, while for women only years
up to age 62 must be taken into account. Also, benefit eligibility is fig-
ured up to age 65 for men, but only up to age 62 for women. Under
both the House bill and the committee bill, these differences, which
provide special advantages for women, would be eliminated by apply-
ng the same rules to men as now apply to women. . )

Effective date—The new provgigon Wou_l((li become effective, starting

over a 3-year transition period.
Ja?;;?lg;lgzg;nents.—gbout $14 million in additional benefits would

e paid in 1974.
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DrepeNDENT WIDOWER'S BENEFITS AT AGE 60

Aged dependent widowers under age 62 could be paid reduced
benefits (on the same basis as widows under present law) starting as
early as age 60.

Effective date—January 1973.

Curwoaoop Disapiurry BENEFITS

hildhood disability benefits would be paid to the disabled child of

ancinsured retired, deyceased, or disabled Iv?vorker, if the disability be-
gan before age 22, rather than before 18 as under present law. In
addition, a person who was entitled to childhood disability benefits
could become re-entitled if he again becomes disabled within 7 years
after his prior entitlement to such benefits was terminated.

Effective date.—January 1973. .

Number of people affected and dollar payments.—13,000 additional
people would gecome eligible for benefits on the effective date and $17
millon in additional benefits would be paid in 1974.

CoNTINUATION oF CHILD’S BenEFITs THROUGH THE END OF A SEMESTER

Payment of benefits to a child attending school would continue
through the end of the semester or quarter in which the student (in-
cluding a student in a vocational school) attains age 22 (rather than
the month before he attains age 22) if he has not received, or com-
pleted the requirements for, a bachelor’s degree from a college or
university.

Effective date.—January 1973.

umber of people affected and dollar payments.—55 thousand ben-
eficiaries would become entitled to higher benefit payments on the ef-
fective date and 6 thousand additional people would become entitled
to 7beneﬁts. About $19 million in additional benefits would be paid in
1974.

EvricBiLITY oF A CoILbD ApopTeD BY AN Orp-AcE or DisasiiTy
INsURANCE BENEFICIARY

The provisions of present law relating to eligibility requirements
for child’s benefits in the case of adoption by old-age and disability
insurance beneficiaries would be modified to make the requirements
uniform in both cases. A child adopted after a retired or disabled
worker becomes entitled to benefits would be eligible for child’s bene-
fits based on the worker’s earnings if the child is the natural child or
stepchild of the worker or if (1) the adoption was decreed by a court
of competent jurisdiction within the United States, (2) the child lived
with the worker in the United States for the year before the worker
became disabled or entitled to an old-age or disability insurance bene-
fit. (3) the child received at least one-half of his support from the
worker for that year, and (4) the child was under age 18 at the time
he began living with the worker.

Effective date~—January 1973.
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NonTERMINATION OF CHILD’s BENEFITS BY REASON OF ADOPTION

Under present law, a child’s entitlement to benefits ends if he is
adopted unless he is adopted by (1) his natural parent, (2) his natural
parent’s spouse jointly with the natural parent, (3) the worker (e.g., a
stepparent) on whose earnings the child is getting benefits, or (4) a
stepparent, grandparent, aunt, uncle, brother, or sister after the death
of the worker on whose earnings the child is getting benefits.

Under the bill, a child’s benefits would no longer stop when the
child is adopted, regardless of who adopts him.

ErLmMiNATION oF THE SupPorT REQUIREMENTS ¥or Divorcep WoMEN

Under present law, benefits are payable to a divorced wife age 62 or
older and a divorced widow age 60 or older if her marriage lasted 20
years before the divorce, and to a surviving divorced mother. In order
to qualify for any of these benefits a divorced woman is required to
show that: (1) she was receiving at least one-half of her support from
her former husband, (2) she was receiving substantial contributions
from her former husband pursuant to a written agreement, or (3)
there was a court order in effect providing for substantial contribu-
tions to her support by her former husband. The bill would eliminate
these support requirements for divorced wives, divorced widows, and
surviving divorced mothers.

Effective date—January 1973.

Number of people affected and dollar payments.—10 thousand addi-
tional people would become eligible for benefits on the effective date
and $23 million in additional benefits would be paid in 1974.

WaAIVER oF DUraTION-OF-MARRIAGE REQUIREMENT IN CASE OF
REMARRIAGE

The duration-of-marriage requirement in present law for entitle-
ment to benefits as a worker’s widow, widower, or stepchild—that is,
the period of not less than 9 months immediately prior to the day
on which the worker died that is now required (except where death
was accidental or in the line of duty in the uniformed service in which
case the period is 3 months)—would be waived in cases where the
worker and his spouse were previously married, divorced, and re-
married, if they were married at the time of the worker’s death and
if the duration-of-marriage requirement would have been met at the
time of the divorce had the worker died then.

Effective date—January 1973.

DisapiLity INsuRANCE BENEFITS APPLICATIONS FIuep A¥Ter DeaTH

Disability insurance benefits (and dependents’ benefits based on a
worker’s entitlement to disability benefits) would be paid to the dis-
abled worker’s survivors if an application for benefits is filed within
3 months after the worker’s death, or yvithin 3 months after enact-
ment of the provision. It would be effective for deaths occurring after

1969.
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9,
DisaBILITY BENEFITS AFFECTED BY THE RECEIPT oF WOREKMENS
COMPENSATION

Under present law, social security disability benefits must be re-
duced when workmen’s compensation is also payable if the combined
payments exceed 80 percent of the worker’s average current earnings
before disablement. Average current earnings for this purpose can be
computed on two different bases and the larger amount will be used.
The bill adds a third alternative base, under which a worker’s average
current earnings can be based on the 1 year of his highest earnings
in a period consisting of the year of disablement and the 5 pre-
ceding years.

Effective date—January 1973.

Number of people affected and dollar payments—40 thousand peo-
ple would get increased benefits on the effective date and $22 million
n additional benefits would be paid in 1974.

‘Waoe Creprrs For MEMBERS oF THE UNIFORMED SERVICES

Present law provides for a social security noncontributory wage
credit of up to $300, in addition to contributory credit for basic pay,
for each calendar quarter of military service after 1967. Under the
bill, the $300 noncontributory wage credits would also be provided for
service during the period January 1957 (when military service came
under contributory social security coverage) through December 1967.

Effective date—January 1973.

Number of people affected and dollar payments.—130 thousand peo-
ple would get increased benefits on the effective date and $46 million in
additional benefits would be paid in 1974.

OPTIONAL DETERMINATION OF SELF-EMPLOYMENT EARNINGS

Self-employed persons could elect to report for social security pur-
poses two-thirds of their gross income from nonfarm self-employment,
but not more than $1,600. (This optional method of reporting is simi-
lar to the option available under present law for farm self-employ-
ment.) A regularity of coverage requirement would have to be met
and the option could be used only five times by any individual.

Effective date—January 1973.

Coverage or MEMBERs oF REricrous OrpErs Wro Are UNDER A
Vow oF PoverTy

Social security coverage would be made available to members of
religious orders who have taken a vow of poverty, if the order makes
andxrrevocable election to cover these members as employees of the
order.

Effective date.—January 1973,

Serr-EmMPLoYMENT INCOME OF CERTAIN INDIVIDUALS LiIviNg
TeMPoRARILY OUTSIDE THE UNITED STATES

Under present law, a U.S. citizen who retains his residence in the
United States but who is present in a foreign country or countries for
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approximately 17 months out of 18 consecutive months, must exclude
the first $20,000 of his earned income in computing his taxable income
for social security and income tax purposes. The bill would provide
that U.S. citizens who are self-employed outside the United States
and who retain their residence in the United States would not exclude
the first $20,000 of earned income for social security purposes and
would compute their earnings for self-employment for social security
purposes in the same way as those who are self-employed in the
United States.
Effective date.—January 1973.

Trust Funp EXPENDITURES FOR REHAEILITATION SERVICES

The bill provides an increase in the amount of social security trust
fund moneys that may be used to pay for the costs of rehabilitating
social security disability beneficiaries. The amount would be increased
from 1 percent of the previous year’s disability benefits (as under
present law) to 114 percent for fiscal year 1973 and to 114 percent
for fiscal year 1974 and subsequent years.

Dollar expenditures—$29 million in additional expenditures for
vocational rehabilitation would be made in 1974.

RecomruTaTION OF BENEFITS BASED ON CoMBINED RAILROAD AND
SociaL Security EARNINGS

The bill would provide that a deceased individual who during his
lifetime was entitled to social security benefits and railroad compen-
sation and whose railroad remuneration and earnings under social
security are, upon his death, to be combined for social security pur-
poses would have his primary insurance amount recomputed on the
basis of his combined earnings, whether or not he had earnings after
1965.

Effective date.—January 1973.

3. OTHER CASH BENEFIT AMENDMENTS

Other amendments included in the committee bill relate to the
executive pay level of the Commissioner of Social Security, the cover-
age of U.S. missionaries working outside the United States; wage cred-
its for Americans of Japanese ancestry who were interned by the U.S.
Government during World War I1; retroactive benefits for certain dis-
abled persons; social security benefits for a child entitled on the earn-
ings record of more than one worker; coverage of registrars of voters
in Louisiana; coverage of certain policemen and firemen in West
Virginia and Idaho and certain hospital employees in New Mexico;
coverage of certain employees of the Government of Guam ; coverage
of Federal Home Loan Bank employees; social security coverage for
students employed at State operated schools; permitting State and
local policemen and firemen to withdraw from social security without
affecting the coverage of gt]ler public employees; and acceptance of
money gifts made unconditionally to social security.
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4. PROVISIONS DELETED FROM HOUSE-PASSED BILL

In view of the enactment of Public Law 92-836, the committee bill
does not contain the House-passed provisions relating to a general
benefit increase, automatic cost-of-living increases in benefits, and
automatic increases in the tax base and a guarantee of no decrease in
family benefits.

The committee also deleted the House-passed amendments relating to
actuarially reduced benefits in one category not being made applicable
to certain benefits in other categories; computation of benefits based on
combined earnings of a married couple; and to the dropping of addi-
tional years of low earnings from the computation of average earnings.



B. Principal Medicare-Medicaid Provisions

1. PROVISIONS OF HOUSE BILL NOT SUBSTANTIALLY MODIFIED BY
COMMITTEE

Meprcare COVERAGE FOR DisaBLED BENEFIGIARIES

(Sec. 201 of the bill)

Problem

The disabled, as a group, are similar to the elderly in those charac-
teristics—low incomes and high medical expenses—which led Congress
to provide health insurance for older people. They use about seven
times as much hospital care, and about three times as much physi-
cians’ services as does the nondisabled population. In addition, dis-
abled persons are often unable to obtain private health insurance
coverage.

Finance Committee Amendment

Effective July 1, 1973, a social security disability beneficiary would
be covered under medicare after he had been entitled to disability
benefits for not less than 24 consecutive months. Those covered would
include disabled workers at any age; disabled widows and disabled
dependent widowers between the ages of 50 and 65; beneficiaries age
18 or older who receive benefits because of disability prior to reaching
age 22; and disabled qualified railroad retirement annuitants. An esti-
mated 1.7 million disabled beneficiaries would be eligible initially.
Estimated first full-year cost is $1.5 billion for hospital insurance and
$350 million for supplementary medical coverage.

HosprTaL INSURANCE For THE UNINSURED

(Sec. 202 of the bill)
Problem
A substantial number of people reaching or presently over age 65
are ineligible for Social Security and thus cannot secure part A
éhospital insurance) coverage under medicare. These people have
ifficulty in securing private health insurance coverage with benefits
as extensive as those of medicare.

Finance Committee Amendment

The committee bill will permit persons age 65 or over who are
ineligible for part A of medicare to voluntarily enroll for hospital
insurance coverage by paying the full cost of coverage (initially esti-
mated at $33 monthly and to be recalculated annually). Where the
Secretary of HEW finds it administratively feasible, those State and
other public employee groups which have, in the past, voluntarily
elected mot to participate in the Social Security program could opt
for and pay the part A premium costs for their retired or active em-

loyees age 65 or over.
ploy! 24 37
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The Finance Committee amendment requires enrollment in part B
of medicare as a condition of buying into part A.

Part B Premiom CHARGES

(Sec. 203 of the bill)

Problem

During the first 5 years of the program it has been necessary to
increase the part B premium almost 100 percent—from $3.00 monthly
per person in July 1966 to the present $5.80 rate. The government pays
an equal amount from general revenues. This increase and projected
future increases represent an increasingly significant financial burden
to the aged living on incomes which are not increasing at a similar
rate.

Finance Committee Amendment

The committee bill will limit part B premium increases to not more
than the percentage by which the Social Security cash benefits had
been generally increased since the last part B premium adjustment.
Costs above those met by such premium payments would be paid
out of general revenues in addition to the regular general revenue
matching.

Avuromatic ENrRoLLMENT For Parr B

(Sec. 206 of the bill)

Problem

Under present law, eligible individuals must initiate action to
enroll in part B of medicare. Nearly 96 percent of eligible older
people so enroll. Some eligibles, however, due to inattention or in-
ability to manage their affairs, fail to enroll in timely fashion and
lose several months or even years of necessary medical insurance
coverage.
Finance Committee Amendment

Effective July 1, 1973, the change provides for automatic enroll-
ment under part B for the elderly and the disabled as they become
cligible for part A hospital insurance coverage. Persons eligible for
automatic enrollment must also be fully informed as to the procedure
and given an opportunity to decline the coverage.

Revatronsurp BErweEN MEDICARE AND FEDERAL EMPLOYEES
BeNEFITS

(Sec. 210 of the bill)

Problem

Federal retirees and older employees have been required to take full
coverage and pay full premiums for Federal employee coverage despite
the fact that the Federal Employees’ Programs will not pay any
benefits for services covered under medicare. Thus the retiree, who also
has earned entitlement to medicare, is paying a portion of his premium
to F.E.P. for coverage for which no benefits will be paid him. This is
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particularly true in the case of hospitalization. The F.E.P. does not
presently offer such employees or retirees with dual eligibility the
option of electing a lower-cost policy or one which supplements rather
than duplicates medicare benefits.

Finance Committee Amendment

Effective January 1, 1975, medicare would not pay u beneficiary,
who is also a Federal retiree or employee, for services covered under
his Federal employee’s health insurance policy which are also covered
under medicare unless he has had an option of selecting a policy
supplementing medicare benefits. If a supplemental policy is not made
available, the F.E.P. would then have to pay first on any items of
care which were covered under both the F.E.P. program and medicare.

LiurraTioN oN FeperaL PavymENTs ForR DisapproveEDp CAPITAL
EXPENDITURE

(Sec. 221 of the bill)
Problem
A hospital or nursing home can, under present law, make large capi-
tal expenditures which may have been disapproved by the State or
local health care facilities planning council and still be reimbursed by
medicare and medicaid for capital costs (depreciation, interest on
debt, return on net equity) associated with that expenditure.

Finance Committee Amendment

The committee bill will prohibit reimbursement to providers under
the medicare and medicaid programs for capital costs associated with
expenditures of $100,000 or more which are specifically determined to
be inconsistent with State or local health facility plans.

EXPERIMENTS IN PROSPECTIVE REIMBURSEMENT AND PEER REVIEW

(Sec. 222 of the bill)

Problem

Reimbursement on the present reasonable costs basis contains little
incentive to decrease costs or to improve efficiency, and retrospective
cost-finding and auditing have caused lengthy delays and confusion.
Payment determined on a prospective basis might provide an incentive
to cut costs. However, under prospective payment providers might
press for a rate less favorable to the Government than the present cost
method, and they might cut back on the quality, range and frequency
of necessary services so as to reduce costs and maximize return.

Finance Committee Amendment

The committee bill instructs the Secretary to experiment with vari-
ous methods of prospective reimbursement, and to report to the Con-
gress with an evaluation of such experiments. In view of its adoption
of the Professional Standards Review amendment, the committee
deleted the portion of this section authorizing peer review

experimentation.
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Limitations oN Coverace or Costs

(Sec. 223 of the bill)
Problem ]

Certain institutions may incur excessive costs, relative to comparable
facilities in the same area, as a result of inefficiency or “the provision
of amenities in plush surroundings.” Such excessive costs are now re-
imbursed under medicare.

Finance Committee Amendment

The committee bill authorizes the Secretary to establish limits on
overall direct or indirect costs which will be recognized as reasonable
for comparable services in comparable facilities in an area. He may
also establish maximum acceptable costs in such facilities with respect
to items or groups of services (for example, food costs, or standby
costs). The beneficiary is liable for any amounts determined as exces-
sive (except that he may not be charged for excessive amounts in a
facility in which his admitting physician has a direct or indirect own-
ership interest). The Secretary is required to give public notice as to
those facilities where beneficiaries may be liable for payment of costs
determined as not “necessary” to efficient patient care.

In cases where emergency care is involved, however, patients would
not he liable for any differential in costs related to the emergency care.

Limrration oN Prevamine CHARGE LEVELS

(Sec. 224 of the bill)
Problem
Under the present reasonable charge policy, medicare pays in full
any physician’s charge that falls within the 75th percentiie of cus-
tomary charges in an area. However, there is no limit on how much
physicians, in general, can increase their customary charges from year
to year and thereby increase medicare payments and costs.

Finance Committee Amendment

The committee bill recognizes as reasonable, for medicare reim-
bursement gurposes only, those charges which fall within the 75th
percentile. Starting in 1973, increases in physicians’ fees allowable for
medicare purposes, would be limited by a factor which takes into ac-
count increased costs of practice and the increase in earnings levels
in an area.

With respect to reasonable charges for medical supplies and equip-
ment, the amendment would provide for recognizing only the lower
charges at which supplies of similar quality are widely available.

PayMeNT For Prysicrans’ SErvIcEs v THE TEACHING SETTING

(Sec. 227 of the bill)
Problem
Physicians in private practice are generally reimbursed on a fee-
for-service basis for care provided to their bona fide private patients.
Difficulties have arisen in determining how and whether payments
should be made in teaching hospitals where the actual care is often
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rendered by interns and residents under the direction (sometimes
nominal) of an attending physician who is assigned to (but not se-
lected by) the medicare patient.

The issue relates to the compensation of the attending physician
often termed the supervisory or teaching physician. The salaries of
interns and residents are now covered in full as a part A hospital cost.
In general, patients were not billed for the services of teaching physi-
cians prior to medicare and, since medicare, billings have been essen-
tially limited to medicare and medicaid patients. The proceeds are
most frequently used to finance and subsidize medical education rather
than being paid directly to the teaching doctor. While charges have
often been billed on a basis comparable to those charged by a private
physician to his private patients the services provided are often less.

Finance Committee Amendment
The committee bill provides that services of teaching physicians
would be reimbursed on a costs basis unless:
(A) The patient is bona fide private or;
(B) The hospital has charged all patients and collected from
a majority on a fee-for-service basis.

For donated services of teaching physicians, a salary cost would be
imputed equal to the prorated usual costs of full-time salaried physi-
cians. Any such payment would be made to a special fund designated
by the medical staff to be used for charitable or educational purposes.

Apvance ApprovaL oF ECF anp Home Heaura COVERAGE

(Sec. 228 of the bill)

Problem

Uncertainty about determinations of eligibility for care in an
extended care facility or home health program following hospitaliza-
tion has created major difficulties for intermediaries, institutions
and beneficiaries. The essential problem is in determining whether the
patient is in need of skilled nursing and medical services or in fact,
needs a lesser level of care. Retroactive claims denials resulting from
determinations that skilled care was not required, while often justified,
have created substantial friction and il} will.

Finance Committee Amendment

The committee bill authorizes the Secretary to establish, by dia,%--
nosis, minimum periods during which the post-hospital patient would
be presumed to be eligible for benefits.

TERMINATION OF PAYMENT To SUPPLIERS OF SERVICE

(Sec. 229 of the bill)

Problem . )

Present law does not provide authority for the Secretary to withhold
future payments for services rendered by an institution or physician
who abuses the program, although payments for past claims may be
withheld on an individual basis where the services were not reasonable

or necessary.
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Finance Committee Amendment .

The Secretary would be authorized to suspend or terminate medi-
care payments to a provider found to have abused the program.
Further, there would be no Federal participation in medicaid pay-
ments which might be made subsequently to this provider. Program
review teams would be established in each State to furnish the Secre-
tary with professional advice in discharging this authority.

Evmvivation ofF ReQuireMENT THAT STaTES MOVE TOWARD
CoMPREHENSIVE MEDICAID PROGRAM

(Sec. 230 of the bill)

Problem

The medicaid program has been a significant burden on State
finances. Section 1903(e) of title 19 requires each State to show that
it is making efforts in the direction of broadenin% the scope of services
in its medicaid program and liberalizing eligibility requirements for
medical assistance. These required expansions of medicaid programs
have been forcing States to either cut back on other programs or to
consider dropping medicaid. The original date for attainment of those
objectives was 1975. The Finance Committee, the Senate and the House
approved an amendment in 1969 postponing the date to 1977.

Finance Committee Amendment
The committee bill would repeal section 1903 (e).

Revationsuir BErween Mzpicam aNp CompREHENSIVE HEALTH
Proorams

(Sec. 240 of the bill)
Problem
State agencies often cannot make pre-payment arrangement which
might result in more efficient and economical delivery of health
services tomedicaid recipients because such arrangements might
violate present title 19 requirements that the same range and level of
services be available to all recipients throughout the State.

Finance Committee Amendment

The committee bill would permit States to waive Federal state-
wideness and comparability requirements with approval of the Secre-
tary if a State contracts with an organization which has agreed to
provide health services in excess of the State plan to eligible recipients
who reside in the area served by the organization and who elect to
receive services from such organization. Payment to such organiza-
tions could not be higher on a per-capita basis than the per-capita
medicaid expenditures in the same general area.

ProeramM ror DETERMINING QUALIFICATIONS FOrR CERTAIN HEALTH
Care PERSONNEL

(Sec. 241 of the biil)
Problem

There is a shortage of qualified manpower in the health care field
and many facilities have difficulty hiring sufficient qualified personnel.
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At the same time there are persons available who do not meet full
licensing or medicare educational requirements, but who have had
years of experience and have been granted “waivered” status (for
example, waivered licensed practical nurses).

Finance Commitiee Amendment

The committee bill would require the Secretary to develop and
apply appropriate means of determining the proficiency of health per-
sonnel who are disqualified or restricteg in responsibility under pres-
ent regulations because of lack of formal training or educational
requirements.

In order to encourage young people to complete required training,
all health personnel initially licensed after Dec. 31, 1977 would be
expected to meet otherwise required formal educational and training
criteria.

PeNavTiEs FOR FRAUDULENT Acts aAND Farse Reportine UNDER
MEeDICARE AND MEDICAID

(Sec. 242 of the bill)
Problem
Present penalty provisions applicable to medicare do not specifically
include as fraud such practices as kickbacks and bribes. There is no
criminal penalty provision applicable to medicaid. Additionally, there
are no penalties at present for false reporting with respect to health
and safety conditions in participating institutions.

Finance Committee Amendment

The committee bill would establish penalties for soliciting, offering
or accepting bribes or kickbacks, or for concealing events affecting a
person’s rights to benefits with intent to defraud, or for converting
benefit payments to improper use, of up to one year’s imprisonment
and a $10,000 fine or both. Concealing knowledge of events affecting
a person’s right to benefits with intent to defraud, and converting
benefits to improper use would also be a Federal crime subject to the
same penalty. Additionally, the bill establishes false reporting of a
material fact as to conditions or operations of a health care facility as
a misdemeanor subject to up to 6 months’ imprisonment, a fine of
$2,000, or both.

Prostaeric Lenses Furnisaep BY OproMerrists Unper Parr B

(Sec. 264 of the bill)

Problem

Medicare will pay for prosthetic lenses furnished by an optometrist,
provided that the medical necessity for such lenses has been deter-
mined by a physician. . . . ) )

Optometrists contend that to require their patients to obtain a physi-
cian’s order for prosthetic lenses 1s unfair to both the patient and the
optometrist. Moreover, because the physician who furnishes the order
is generally an ophthamologist, the requirement may serve to encour-
age patients to use an ophthalmologist in preference to an optometrist.
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Fi C ittee Amendment

The committee bill provides that an optometrist be recognized as a
“physician” under section 1861(r) of the Act, but only with respect to
estaglishing the medical necessity of prosthetic lenses for megilpanz
beneficiaries. An optometrist would not be recognized as a “physician’
for any other purposes under medicare and no additional services
performed by optometrists would be covered by the proposal.

2. PROVISIONS OF HOUSE BILL SUBSTANTIALLY MODIFIED BY
COMMITTEE

FaiLore BY StaTE To UNnpERTARKE REQUIRED INsTITUTIONAL CARE
RevieEw ACTIVITIES

(Sec. 207 of the bill)

Problem

Both the General Accounting Office and the HEW Audit Agency
have found substantial unnecessary and overutilization of costly insti-
tutional care under medicaid, accompanied by insufficient usage of
less costly alternative out-of-institution health care. There is no pro-
vision in present law which places affirmative responsibility upon
States to assure proper patient placement. As a practical matter, the
Department of HEW has seldom if ever, recovered from a State
amounts improperly spent for non-covered care or services.

House Bill

1. Unless a State can make a showing satisfactory to the Secretary
that the State has an effective program of control over the utilization
of nursing home care, effective January 1, 1973, the House bill provides
for a one-third reduction in the Federal medicaid matching share
1flor stays in a fiscal year which exceed 60 days in a skilled nursing

ome.

2. Federal matching would be available, in any year, for only: (a)
60 days of care in a general or TB hospital, and (b) 90 days in a
mental hospital (except that an additional 30 days would be allowed
in a mental hospital if the State shows that the patient will benefit).
There would be no Federal matching for care in a mental hospital
beyond 120 days in any year. In addrtion, there would be no Federal
matching for care in a mental hospital after 365 days of such care
during a patient’s lifetime.

3. The House bill would also provide for an increase of 25% (up to
& maximum of 95%) in the Federal medicaid matching formula for
amounts paid by States under contracts with Health Maintenance
Organizations or other comprehensive health care facilities.

4. The bill would provide authority for the Secretary to assure that
average Statewide reimbursement for intermediate care in g State is
reasonably lower than average payments for higher level skilled nurs-
ing home care in that State.

Finance Committee Changes
1. In addition to the utilization review requirement, States must
also conduct the independent professional audits of patients as required

by present law which are intended to assure that the patient is getting
the right care in the right place.
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2. Where a State makes a satisfactory showing to the Secretary
that it has an effective program of control over the utilization of hos-
pital and mental hospital care: (a) the 60-day limitation in general
and TB hospitals, and (b) the 90-day or 120-day annual limitation
and the 365-day lifetime limitation on care in mental hospitals, would
not apply. If proper procedures assure that the patient needs the care
and is benefiting from it, it seemed inappropriate to cut off Federal
matching utilizing arbitrary limitations.

3. The committee deletg the House provision calling for a 25%
increase in matching for amounts paid to HMO’, since if HMO’s
deliver services more efficiently, and economically, it would be in the
States’ interest to deal with HM(O’s without an increase in matching.

4. Intermediate care services would also be subject to a reduction 1n
Federal matching after 60 days, unless the State provides satisfactory
assurance that required review is being undertaken. This appeared
appropriate in view of the shift of intermediate care to medicaid in
legislation enacted subsequent to House consideration of H.R. 1.

5. Finally, the Secretary’s validation of State utilization controls
would be made on site in the States and such findings would be a mat-
ter of public record. The purpose here is to assure actwal—rather than
paper—compliance with the proposed statutory requirements.

CostT SHArRING UNDER MEDICAID

(Sec. 208 of the bill)

Problem

Under present law, States may require payment by the medically
indigent of premiums, deductibles and co-payment amounts with
respect to medicaid services provided them but such amounts must be
“reasonably related to the recipient’s income.” However, States can-
not require cash assistance recipients to pay any deductibles or
copayments.

House Bill

This section contains 3 provisions: .

1. It requires States which cover the medically indigent to impose
monthly premium charges. The premium would be graduated by
income in accordance with standards prescribed by the Secretary and
details regarding the operation of the premium would be left to the
Secretary’s discretion. The House Committee report indicates that
it would be expected that premiums would be fixed on a state-by-state
basis at whatever level would be required to result in a savings under
the medically indigent program of approximately 6 percent.

2. States could, at their option, require payment by the medically
indigent of deductibles and co-payment amounts which would not
have to vary by level of income. . . )

3. With respect to cash assistance recipients, nominal deductible and
co-payment requirements, while prohibited for the six mandatory
services required under Federal law (inpatient hospital services; out-
patient hospital services; other X-ray and laboratory services; skilled
nursing home services ; physicians’ services; and home health services),
would be permitted with respect to optional medicaid services such
as prescribed drugs, hearing aids, ete.
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Finance Committee Changes .

The provision would be modified by the committee bill as follows:

1. The House bill permits States to impose co-payments and de-
ductibles on the medically indigent. The committee change limits such
amounts to co-payments on patient-initiated elective services only,
such as the initial office visits to physicians and dentists.

9. The House bill also allows States to impose co-payments and
deductibles on the indigent for optional medicaid services. The com-
mittee deleted this provision, as the savings ($5 million) would most
probably be exceeded by the administrative costs.

ManpaTory Mepicam DepuctisLe ror Famivies wite EARNINGS

(Sec. 209 of the bill)
Problem .

Under present law, AFDC families with earnings can, at a certain
earnings point lose eligibility for medicaid. This has been called the
“Medicaid Notch”. This notch is believed to act as a potential work
disincentive, since at a certain income level a family may precipi-
tously lose medicaid eligibility if it has additional earnings.

House Bill

Section 209 would remove this “notch” by requiring AFDC families
with earnings to pay a medicaid deductible. In States without a med-
ically indigent program this deductible would be equal to one-third
of all earnings over $720. The deductible amount is identical to the
amount of earnings which AFDC families would be allowed to retain
as an incentive to work, This approach eliminates any sudden loss
of medicaid eligibility. However, although eligible for medicaid,
every dollar of a recipient’s retained earnings raises his medicaid de-
ductible by one dollar.

In those States with programs for the medically indigent, an AFDC
recipient would not have to pay the deductible until his retained earn-
ings exceeded the difference getween a State’s cash assistance level and
its medically indigent level. At this point, however, his medicaid
deductible would increase dollar for dollar with his retained earnings.
Finance Committee Changes

Although the House provision eliminates any sudden loss of eligibil-
ity for medicaid, the provision acts as a substantial work disincentive,
since the medicaid deductible increases dollar for dollar with retained
earnings.

In order to avoid establishing a substantial work disincentive the
committee amended section 209 to deal with the “Medicaid Notch”
by allowing guaranteed employment program families otherwise
eligible for medicaid, who would ordinarily lose eligibility as a result
of earnings from employment, to remain eligible for medicaid for one
year. At the expiration of that year, such families could elect to con-
tinue in medicaid by paying a premium of 20 percent of income in ex-
cess of $2,400 annually (excluding work bonus amounts). Additionally,
other families participating in the guaranteed employment, program
(see title IV) which are otherwise ieligible for medicaid in a State
could also voluntarily elect to participate by paying a premium of 20
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percent of income (excluding work bonus) above $2,400. Costs of cov-
erage for those families on a premium basis would be subsidized by the
Federal Government to the extent premium income did not cover the
costs of benefits for those families.

The committee retained that portion of section 209 of the House bill
which gives States the option of covering under medicaid aged, blind
and disabled persons made newly eligible as a result of the increases in
payment levels to these persons proposed by the committee.

Mepicare BENEFITs FoR BoRDER RESIDENTS

(Sec. 211 of the bill)

Problem

At present, coverage for care in a foreign hospital near the U.S.
border is available only where an emergency occurs within the United
States and where the foreign institution is the closest adequate facility.
This limitation creates difficulty in securing necessary non-emergency
care by border residents who ordinarily do and would use the nearest
hospital suited to their medical needs, which may be a foreign hospital.

House Bill

Authorizes use of a foreign hospital by a U.S. resident where such
hospital was closer to his residence or more accessible than the nearest
suitable United States hospital. Such hospitals must be approved
under an appropriate hospital approval program.

In addition, the provision authorizes part B payments for neces-
sary physicians’ services furnished in con)unction with such hospitali-
zation.

Finance Committee Changes

The committee approved the House provisions; it also authorized
medicare payments for emergency hospital and physician services
needed by beneficiaries in transit between Alaska and the other con-
tinental States.

PaymenTs To HEALTH MAINTENANCE ORGANIZATIONS

(Sec. 226 of the bill)
Problem

Certain large medical care organizations seem to make the delivery
of medical care more efficient and economical than the medical care
community at large. .

Medicare does not currently pay these comprehensive programs on
an incentive capitation basis, and consequently any financial incentives
to economical operation in such programs have not been incorporated
m’lr‘r\l;‘:)h:.;?s;s of potential concern arise in dealing with HMO’s, The
first area of concern involves the quality of care which the HMO’s
will deliver. Most existing large HMO’s provide care which is gen-
erally accepted as being of professional quality. However, if the
Government begins on a widespread basis, to pay a set sum in advance
to an organization in return for the delivery of all necessary care to
a group of people, there must be effective means of assuring that such
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organization will not be tempted to cut corners on the quality of its
care (e.g., by using marginal facilities or by not providing nscessary
care anf services) In or(ﬁ:r to maximize its return or “profit.” Under
present reimbursement arrangements, although there may be no in-
centive for efficiency, neither 1s there an incentive to profit through
underservicing and other corner-cutting. . ,

The second problem area involves the reimbursement of HMO’s.
1f an HMO were to enroll relatively good risks (i.e., the younger and
healthier medicare beneficiaries), payment to that organization in
relation to average per capita non-HMO costs—without acourate actu-
arial adjustments—could result in large “windfalls” for the HMO, as
the current costs of caring for these beneficiaries mlﬁht turn out to be
much less than medicare’s average per capita costs. Additionally, ceil-
ings on windfalls might be evaded because an HMO conceivably could
'mﬁate charges to it by related organizations thereby maximizing profits
through exaggerated benefit costs. L .

It may not always be possible to detect and eliminate such windfalls
through actuarial adjustment. Further, once a valid base reimburse-
ment rate is determined, an issue remains as to the extent to which the
HMO, and the Government should share in any savings achieved by
an HMO.

House Bill

The House bill authorizes medicare to make a single combined parts
A and B payment, prospectively on a capitation basis, to a “Health
Maintenance Organization,” which would agree to provide care to a
group not more than one-half of whom are medicare beneficiaries
who freely choose this arrangement. Such payments may not exceed
95 percent of present parts A and B per capita costs in a given geo-
graphic area.

The Secretary could make these arrangements with existing pre-
paid groups and foundations, and with any new organization which
meets the broadly defined term “Health Maintenance Organization.”

Finance Committee Changes

Agreeing with the desirability of authorizing reasonable per capita
payments to organizations which have demonstrated a capacity to pro-
vide quality health care, and recognizing the above problems, the com-
mittee authorized the following approach as a modification of the
HMO provision in the house bill:

Eligibility

The Secretary would be authorized to contract on an incentive
capitation basis for medicare services with substantial, established
HMO’s: (1) with reasonable standards for quality of care at least
equivalent to standards prevailing in the HMO’s area, and which can
be adequately monitored, and (2) which have sufficient operating his-
tory and sufficient enrollment to provide an adequate basis for evaluat-
ing their ability to provide appropriate health care services and for
establishing a combined part A-part B capitation rate. Such reim-
bursement would be authorized for HMO’s which: (1) have been in
operation for at least two years, and (2) have a minimum of 25,000
enrollees, not more than one-half of whom are age 65 or over. The
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Secretary would be authorized to make exceptions to the minimum
enrollment requirement in the case of HMO’s in smaller communities
or sparsely populated areas which had demonstrated through at least
3 tyears of successful operation capacity to provide health care services
of proper quality on a prepaid basis and which have at least 5,000
members.

Reimbursement

The combined part A-part B per capita payment would be deter-
mined and administered as follows:

1. An eligible HMO approved by the Secretary for per capita re-
imbursement would submit, at least 90 days prior to the beginning of
a prospective medicare contract year, an operating costs and enroll-
ment forecast. On the basis of the estimate and available information
regarding medicare costs in the HMOQ’s area, the HMO and the Secre-
tary would arrive at an interim per capita reimbursement rate. The
rate would reflect estimated costs of the HMO for its enrolled popula-
tion but might not exceed 100 percent of the estimated “adjusted aver-
age per capita cost” (as defined below).

2. At the beginning of the contract period, the HMO would be
paid monthly, In advance, the interim per capita prepayment, for
the medicare beneficiaries actually enrolled. The HMO would submit
interim cost estimates on a quarterly basis and the interim payment
could be adjusted as indicated in such estimates, subject however to
the limitations set forth below.

3. The HMO would submit, annually, independently certified finan-
cial statements, including certified costs statements allocatin% HMO
operating costs to the medicare population in proportion to utilization
of HMO resources. Allocations may use statistical, demographic and
utilization data collection and analysis methods acceptable to the Sec-
retary in lieu of fee-for-service or cost-per-service methods in the case
of an HMO which does not operate on a fee-for-service basis. Such
statements would be developed in accordance with medicare account-
ing principles but not necessarily on the basis of actual case-by-case
patient services. All HMO’s would be subject to audit in accordance
with the selective audit procedures of the Bureau of Health Insurance
and would also be subject to audit and review by the Comptroller
General (and the Inspector General for Health Care administration).

4. The Secretary would retroactively determine on an actuarial
basis what the per capita costs for part A and part B services for the
HMO’s medicare population would have been if the population had
been served through other health care arrangements in the same gen-
eral area and not enrolled in the HMO. That 1s to say there would be a
calculation, on the basis of exﬁerience in the same or similar geo-
graphical areas, of the cost for the non-HMO group of similar size, age
distribution, sex, race, institutional status, disability status, cost experi-
ence for the medicare contract year in question, and other factors
deemed by the actuaries to be relevant and material. This figure
defined as “adjusted average per capita cost” would be determined
as promptly as practical after the end of a contract period. Many of
the difficulties and uncertainties of previously suggested methods of
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rate determination are minimized or eliminated by makin, this deter-
mination after the fact. For example, the makeup of t%:q enrolled
population and medicare cost experiences—within and outside of the
HMO—would be known, rather than merely estimated.

5. If the HMO’s costs for the types of expenses reimbursable under
medicare are less than the adjusted average per capita cost the differ-
ence, called “net savings” would be divided and allocated as follows:

Savings between 90 percent and 100 percent would be divided
equally between the Government and the HMO, Savings between
80 percent and 90 percent would be divided 75 percent to the
Government and 25 percent to the HMO. Savué;s below the 80
percent level would be allocated entirely to the Government.

Thus, assuming an HMO operated at 80 percent of adjusted a.venzﬁe
per capita costs, it would receive 2 share equal to 714 percent of the
adjusted average per capita costs and the Government would retain
1214 percent of those costs. X

6. At the option of the fIMO, it could apply any amount of its
share of the saving toward improved benefits, reduced supplemental
premium rates, or other advantages for beneficiaries or retain the
money. It could not, however, make cash refunds to beneficiaries.

7. 1f, on the other hand, HMO costs exceed adjusted average per
capita costs, the “excess costs” would be allocated between the Gov-
ernment and the HMO in the following manner:

Any amount of excess between 100 percent and 110 percent
would be divided equally between the Government and the FIMO.
Excess costs between 110 percent and 120 percent would be borne
25 percent by the HMO and 75 percent by the Government. Costs
in excess of 120 percent would be borne entirely by the Govern-
ment. Any losses incurred would carry forward and be recovered,
proportionally, by the HMO and the Government in the future.
Any losses by the Government would have to be recovered in full
before any “savings” could be paid to an HMO in future years.

Repear or Seorion 1902(d) or Meprcam

(Sec. 231 of the bill)

Problem

The medicaid program has been a significant burden on State
finances. In an effort to reduce financial pressure upon States, Section
1902(d) of title 19 provides that a State may reduce the range, dura-
tion or frequency of the services it provides under its medicaid
program, but it cannot reduce its aggregate expenditures for medicaid
from one year to the next. This maintenance of effort requirement has
forced a few States to either cut back on other programs or to con-
sider dropping medicaid.
House Bill

The House bill provides for a continuance of the maintenance of
effort clause with respect to the six mandatory health care services.
The provision would, however, amend section 1902(d) by restricting
the maintenance of effort requirement to those six basic services. The
State would be able to modify the scope, extent and expenditures for
optional services provided, such as drugs, dental care and eyeglasses.
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Finance Committee Changes

The committee substituted for the House provision an amendment
repealing sec. 1902(d)—entirely. This action is consistent with com-
mittee and Senate action on H.R. 17550 in 1970.

PaymeNTs TO STATES UNDER MEDICAID FOR DEVELOPMENT OF CoOST
DETERMINATION SYSTEMS FOR STATE-OWNED GENERAL HoOSPITALS

(Sec. 235 of the bill)
Problem
Many States do not have effective claims administration or properly
designed information storage and retrieval systems for their medicaid
programs and do not possess the financial and techniea] resources to
develop them. Their recourse today is to contract with private com-
panies for their data processing.

House Bill

1. Authorizes 90 percent Federal matching payments toward the cost
of designing, developing and installing mechanized claims processing
and information retrieval systems deemed necessary by the Secretary.
The Federal government would assist States wit{ technical advice
and development of model systems. Federal matching at 75 percent
would be provided toward the costs of operating such systems.

2. Authorizes 90% matching for 2 years (up to a total of $150,000
annually) for the development of cost determination systems for State-
owned general hospitals.

Finance Committee Changes
The committee deleted the first part of the House provision retain-
ing, however, the part authorizing funds for cost-determination
systems.
ProvipEr REiMBURSEMENT REVIEW BoarD

(Sec. 243 of the bill)
Problem
Under present law, there is no specific provision for an appeal by a
provider of services of a fiscal intermediary’s final reasonable cost
determination, although administrative procedures exist to assist pro-
viders and intermediaries to reach reasonable settlement on disputed
items.

House Bill

The House bill establishes a Provider Reimbursement Review Board
to consider disputes between a provider and intermediary where the
amount at issue is $10,000 or more and where the provider has filed
a timely cost report. Decisions of the Review Board would be final
unless the Secretary reversed the Board’s decision within 60 days. If
such a reversal occurs the provider would have the right to obtain

review.

]ug‘lﬁ?IHouse provision is similar to a Senate amendment to H._R.
17550 in 1970. The House did not include those portions of the earlier
Senate amendment which would allow providers, as a group, to appezl
aggregate amounts of $10,000 on « common issue; and which would
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allow appeals to the Board by a provider where the intermediary
fails to make timely final costs determinations.

Finance Committee Changes

The committee substituted the 1970 Senate language and added
language requiring the Secretary to report to the legislative committees
at the end of the first year of operation of the provision concerning its
capacity to function effectively and equitably as well as any suggestions
he might have for improvement of the process.

Paysican. THErAPY SERvICES AND OTHER SERVICES UNDER MEDICARE

(Sec. 251 of the bill)
Problem

Physical therapy is presently covered as an inpatient service, and as
an outpatient service when furnished through a participating facility
or home health agency. Services cannot be provided in a therapist’s
office.

An additional problem relating to physical therapy is that a patient
can exhaust his inpatient benefits and continue to receive payment for
treatment only if the facility can arrange with another facility to
furnish the therapy as an outpatient service. For example, a hospital-
ized patient would receive necessary physical therapy as a part A
benefit during his 90 days of coverage. But, if his hospital stay exceeded
90 days, he would be required to secure such services under part B
as an outpatient of another participating provider—even though the
hospital, itself, was capable of providing the needed therapy
conveniently.

Another problem is the rapidly increasing cost of physical therapy
services and findings of abuse of the benefit.

House Bill

The House bill would include as covered services under part B,
physical therapy provided in the therapist’s office under such licensing
as the Secretary may require and pursuant to a physician’s written
plan of treatment.

It would also authorize a hospital or extended care facility to pro-
vide outpatient physical therapy services to its inpatients, so that an
inpatient could conveniently receive his part B benefits after his inpa-
tient benefits have expired.

Finally, it would control physical therapy costs by limiting total
payments in one year for services by an independent practitioner in his
office or the patient’s home to $100, and by limiting reimbursement for
services provided by physical and other therapists to a reasonable
salary-related basis rather than fee-for-service basis.

Finance Committee Changes

The committee modified the House provision by adoptin language
to assure that factors, such as travelt?me, be incl);dedpin tie calcula-
tion of salary-related reimbursement and deleting the provision that
would have established a new and separate benefit of up to $100 an-
npal}%r for services provided by an independent physical therapist in
his office or in a patient’s home.
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Additionally, the committee will include in its report instructions
to the Secretary designed to assure that reasonable arrangements may
be undertaken in rural and smaller population centers to enhance
availability of physical therapy in those areas.

Waiver oF RecisTeErED NURSE 1N RUraL SkiLLep Nursine FaciLity

(Sec. 267 of the bill)
Problem
There are some rural nursing homes which can obtain a registered
nurse to work one shift 5 days a week, but which are unable to obtain
the services of an additional registered nurse to work on the other
2 days, generally the weekend.

House Bill

The House bill would allow a complete waiver of the requirement
for a registered nurse in a rural nursing home, if there is no other
skilled nursing home in the area to meet patient needs. Under the
bill a skilled nursing home could function without any skilled nurse
at all.

Finance Committee Changes

The committee modified the provision granting waivers for
certain rural skilled nursing facilities which are unable to assure the
presence of a full-time registered nurse in such facilities 7 days a week.
The committee modification would allow a rural skilled nursing home,
which has one full-time registered nurse and is making good faith ef-
forts to obtain another, a special waiver of the nursing requirement
with respect to not more than two shifts, such as over a weekend.
This special waiver would be authorized if the facility had only pa-
tients whose physicians indicated that each such patient could be
without a registered nurse’s services for a 48-hour period. If the facil-
ity had any patients for whom physicians had indicated a need for daily
skilled nursing services, the facility would have to make arrangements
for a registered nurse or a physician to spend such time as was neces-
sary at the facility on the uncovered day to provide the skilled serv-

ices needed.
CovERAGE OF CHIROPRACTIC SERVICES

(Sec. 273 of the bill)
Problem
Chiropractors are not currently eligible to participate as physicians
in the medicare program.

House Bill )
The House bill calls for a study regarding the coverage of

chiropractors.

Finance Committee Changes

The Committee on Finance deleted the study of chiropractic serv-
ices called for in the House bill and substituted a provision providing
for the coverage under medicare of services involving treatment by
means of manual manipulation of the spine b_y a licensed chiropractor
who meets certain minimum standards established by the Secretary of
Health, Education, and Welfare. The same limitations on chiro-
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practic services applicable to medicare would also pertain to States
providing such care under medicaid.

3. NEW PROVISIONS ADDED BY THE FINANCE COMMITTEE
STABLISHMENT OF PROFESsIONAL STANDARDS REVIEW ORGANIZATIONS

(Sec. 249F of the bill)
Problem
There are substantial indications that a significant amount of health
services paid for by medicare and medicaid are in excess of those
which would be found to be medically necessary under appropriate
professional standards. Furthermore, 1n some instances services pro-
vided are of unsatisfactory professional quality.

Finance Committee Amendment i

The committee provided for the establishment of Professional
Standards Review Organizations sponsored by organizations repre-
senting substantial numbers of practicing physicians (usually 300 or
more) in local areas to assume responsibility for comprehensive and
on-going review of services covered under the medicare and medicaid
programs. The purpose of the amendment would be to assure proper
utilization of care and services provided in medicare and medicaid
utilizing a formal professional mechanism representing the broadest
possible cross-section of practicing physicians in an area. Appropriate
safeiuards are included so_as to adequately provide for protection
of the public interest and to prevent pro forma assumption in
carrying out the important review activities in the two highly ex-
pensive programs. The amendment provides discretion for recogni-
tion of and use by the PSRO of effective utilization review committees
in hospitals and medical organizations.

Coverace oF CerTAIN PrESCRIBED DRUGs UNDER MEDICARE

(Sec. 215 of the bill)
Problem

The costs of outpatient prescription drugs represent a major item
of medical expense for many older people, especially for those suffer-
ing from chronic and serious illness conditions. The costs of such drugs
are not presently covered under the medicare program.

Finance Committee Amendment

The committee amended part A of medicare to cover the
costs of certain specified drugs, purchased on an outpatient basis, which
are necessary in the treatment of the most common, crippling or life-
threatening chronic disease conditions of the aged. Beneficiaries would
pay $1 toward the cost of each prescribed drug included in the reason-
able cost range for the drug involved.

The amendment would cover specific drugs used in the treatment
of the following conditions: arthritis, cancer, chronic cardiovascular
disease, chronic kidney disease, chronic respiratory disease, diabetes,
epilepsy, goup, glaucoma, high blood pressure, myasthenia gravis,
Parkinson’s disease, rheumatism, thyroid disease and tuberculosis. The
amendment would limit reimbursement to certain drugs used in the
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treatment of these conditions. For example, people with chronic heart
disease often use digitalis drugs to strengthen their heartbeat, anti-
coagulant drugs to reduce the danger of blood clots and drugs to lower
their blood pressure. These types of drugs would be covered under the
amendment as they are necessary in the treatment of the heart condi-
tion and they are not types of drugs which would be used by people
without heart conditions.

Other drugs which might be used by those with chronic heart con-
ditions (such as sedatives, tranquilizers and vitamins) would not be
covered as they are drugs which are generally less expensive, less
critical in treatment, much more difficult to handle administra-
tively, and many patients without chronic heart disease may also
utilize these types of medications.

The major provisions of the amendment are:

Eligibility.—Medicare beneficiaries with one or more of the follow-
ing conditions:

Diabetes.

High blood pressure.

Chronic cardiovascular disease.
Chronic respiratory disease.
Chronic kidney disease.
Arthritis, gout and rheumatism.
Tuberculosis.

Glaucoma.

Thyroid disease.

Cancer.

Epilepsy.

Parkinsonism.

Myasthenia gravis.

Benefits.—Would include those drugs: .

Necessary over a prolonged period of time for treatment of the
above conditions; . ]

Generally subject to use only by those with the above condi-
tions.

This recommendation would exclude drugs not requiring a phy-
sician’s prescription (except for insulin), drugs such as antibiotics
which are generally used only for a short period of time, and drugs
such as tranquilizers and sedatives which may be used by eligible
beneficiaries but also by many other persons. . .

A list of the covered drug categories and illustrative drug entities

follows:
THERAPEUTIC CATEGORY AND DRUG ENTITY

Adprenocorticoids

Anti-anginals

Anti-arr. yilzhmlcs

Anti-coagulants .
Anti—con%ulsants (excluding phenobarbital)
Anti-hypertensives

Anti-neoplastics

Anti-Parkinsonism agents



Anti-rheumatics
Bronchodilators
Cardiotonics
Cholinesterose inhibitors
Diuretics
Gout suppressants
Hypoglycemics
Motics
Thyroid hormones
Tuberculostatics

Reimbursement and Cost Conérols.—The amendment would utilize a
reasonable allowance reimbursement method, and would incorporate a
formulary approach. The formulary established could include only
drug entities in categories specified above. Participating pharmacies
would file either their customary professional fee or other dispensing
charges as of June 1, 1972, which would then be applied to the acquist-
tion cost (generally, average wholesale price) up to a level (deter-
mined by the Secretary of HEW on the basis of the lower cost prod-
ucts of a given drug available and sold to pharmacies) of the drug
product. The professional fee, or other dispensing charges, for pur-
poses of program payments and allowances, could not exceed the 75th
percentile of mark-ups or fees by comparable vendors in an area. Out-
patient drugs dispensed by a participating hospital or extended care
facility would be reimbursed on the regular part A medicare costs
basis. Increases in prevailing fees or dispensing charges could be
accepted by the Secretary of HEW in a fashion essentially parallel to
that applicable to physicians’ fees.

Financing.—Part A medicare payroll tax.

Cost.—$740 million with a $1 co-payment per prescription. There
would be an offsetting reduction in Federal-State medicaid costs of
some $100 million as a result of this medicare drug coverage.

INSPECTOR (FENERAL FOR MEDICARE AND MEDICAID

(Sec. 216 of the bill)

Problem
There is, at present, no independent reviewing mechanism charged
with specific responsibility for ongoing and continuing review of
medicare and medicaid in terms of the efficiency and effectiveness of
program operations and compliance with congressional intent. While
HEW'’s Audit Agency and the General Accounting Office have done
helpful work, there is a need for day-to-day monitoring conducted
at a level which can promptly call the attentlon of the Secretary and
the Congress to important problems and which has authority to
;en;lgdy some of those problems in timely, effective and responsible

ashion.

Finance Committee Amendment

Under the amendment, an Office of Inspector General for Health
Administration would be established within the Department of Health,
Education, and Welfare. The Inspector General would be appointed
by the President, would report to the Secretary, and would be re-
sponsible for reviewing and auditing the Social Security health pro-
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grams on a continuing and comprehensive basis to determine their
giﬁtgle;lcy, economy, and consonance with the statute and congressional
intent.

The Inspector General would be authorized to issue an order of
suspension of a formal regulation, practice, or procedure which he
found inconsistent with the law or legislative intent. Generally speak-
ing, such suspension would become effective not less than 30 days after
issuance unless specifically countermanded by the Secretary of HEW.
Upon issuance of an order of suspension the Inspector General would
be required to immediately advise the committees on Finance and
Ways and Means as to the findings and basis for the order. If the
Secretary countermands, he too would be required to immediately
advise the legislative committees as to the reasons for his action.
Thus, a serious issue involving a question concerning congressional
intent would be placed before the committees having jurisdiction in
orderly and delineated fashion.

Meprcatp CoveraGe oF MeNTALLY ILL CHILDREN

(Sec. 229B of the bill)
Problem
Present law limits reimbursement under medicaid for care of the
mentally ill to those otherwise eligible individuals who are 65 years of
age or older.

Finance Committee Amendment

The committee bill would authorize coverage of inpatient care in
mental institutions for medicaid eligibles under age 21, provided that
the care consists of a program of active treatment, that it is provided
in an accredited medical institution, and that the State maintains its
own level of fiscal expenditures for care of the mentally ill under 21.

The amendment also provided for demonstration projects of the
potential benefits of extendin%lmedicaid mental hospital coverage to
mentally ill persons between the ages of 21 and 65.

Pupric DiscLosurRe oF INForMATION REGARDING DEFICIENCIES

(Sec. 299D of the bill)

Problem

Physicians and the public are currently unaware as to which hos-
pitals, extended care facilities, skilled nursing home and intermediate
care facilities have deficiencies and which facilities fully meet the
statutory and regulatory requirements. This operates to discourage
the direction of physician, patient, and public concern toward deficient
facilities, which might encourage them to upgrade the quality of care
they provide to proper levels.

Finance Committee Amendment

The committee added to the House bill a provision under wh.ich the
Secretary of Health, Education, and Welfare would be required to
make reports of an institution’s significant deficiencies or the absence
thereof (such as deficiencies in the areas of staffing, fire safety, and
ganitation) a matter of public record readily and generally available
at social security district offices. Fpllowmg completlon of a survey of
a health care facility or organization, those portions of the survey re-
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i iti ignificant
lating to statutory requirements as well as those additional sign1
SuI‘ny aspects reﬁuir%d by regulation relating to the capacltyt t?af'stl(;;
facility to provide proper care in a safe setting would be mat o ot
public record. In the case of medicare, such iformation wou
available for inspection within 90 days of completion of t}llle surve};
upon request in Social Security District Offices, and, in the ca%e o
medicaid, the information would be available in Jocal welfare offices.

Extenpep Care Facurries—SkiLLep Nursing FACILITIES
(Secs. 246, 247, 248, 249 249A and 278 of the bill)

Problem . .

Serious problems have arisen with respect to the skilled nursing
home benefit under medicaid and the extended care benefit under
medicare.

In the case of medicare, the definition of eligibility has been ex-
tremely difficult to apply objectively and, consequently, has led to
great dissatisfaction on the part of patients, providers and practi-
tioners, resulting in many facilities’ refusal to participate in medicare
and widespread retroactive denial of benefits. . .

Medicaid has its own set of problems with respect to skilled nursing
home care. These include, according to the General Accounting Office
and the HEW Audit Agency, widespread inappropriate placement
of patients in skilled nursing homes who more properly belong i.
other institutional settings—such as intermediate care facilities—and
widespread noncompliance with required standards. It appears diffi-
cult to insist that a skilled nursing facility meet all necessary stand-
ards without, at the same time, assuring that reimbursement is equi-
table for necessary care in the proper setting. In general, that is not
the case today. The Comptroller General and others have reported
on the often irrational anment mechanisms developed and utilized
by many States in reimbursing for nursing home care. On an aggre-
gate basis, it appears that nursing homes are not underpaid. However,
because of the arbitrary payment structures in many States, in all
probability, many facilities are being overpaid for the care they pro-
vide while others are being underpaid.

Finance Committee Amendments

a. Conforming Standards for Ewvtended Care and Skilled Nurss
Home Facilities—The committee bill would establish a single defini-
tion and set of standards for extended care facilities under medicare
and skilled nursing homes under medicaid. The provision creates a
single category of “skilled nursing facilities” which would be eligible
to participate in both health care programs. A “skilled nursing
facility” would be defined as an institution meeting the present defi-
nition of an extended care facility and which also satisfies certain
other medicaid requirements set forth in the Social Security Act.
These changes are intended to reduce duplicative activity and redtape.

b. “Skilled Care” Definition for Extended Care—To make the
medicare extended-care benefit more equitable and suitable to the
post-hospital needs of older citizens, as well as to avoid the problem
of retroactive denials of coverage which have plagued medicare pa-
tients and facilities, the committee bill would change the definition of
care requirements with respect to entitlement for extended care benefits
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under megicare. Present law would be amended to authorize skilled
clt;-}‘e benefits for individuals in need of “skilled nursing care and/or
; illeq rehabilitation services on a daily basis in a skilled nursing
acility which it, is practical to provide only on an inpatient basis.”

€dicare coverage would also continue during short-term periods (e.g.
& day or two) when no skilled services were actually provided but
when discharge from a skilled facility for such brief period was neither
desirable nor practical.

¢ 14-Day Transfer Requirement for Ewntended Care Bemefits—
Under existing law, medicare beneficiaries are entitled to extended
care 'beneﬁts only if they are transferred to an extended care facility
within 14 days following discharge from a hospital. The committee
modified this with respect to certain patients. An interval of more
than 14 days would be authorized for patients whose conditions did
not permit immediate provision of skilled services within the 14-day
limitation (e.g., patients with fractured hips whose fractures have not
mended to the point where physical therapy and restorative nursing
can be utilized). An extension not to exceed 2 weeks beyond the 14
days would also be authorized in those instances where an admission
to an ECF is prevented because of the non-availability of appro-
priate bed space in facilities ordinarily utilized by patients in a
geographic area.

d. Reimbursement Rates for Care in Skilled Nursing Facilities.—
The committee added a provision amending title 19 to require States,
by July 1, 1974, to reimburse skilled nursing and intermediate care
facilities on a reasonable cost-related basis, using acceptable cost-
finding techniques and methods approved and validated by the Secre-
tary of HEW. Cost reimbursement methods which the Secretary found
to be acceptable for a State’s medicaid program would be adapted, with
appropriate adjustments, for purposes of medicare skilled nursing
facility reimbursement in that State.

e. Skilled Nursing Facility Certification Procedures—The com-
mittee also added a provision under which the Secretary of HEW
would decide whether a facility qualifies to participate as a “skilled
nursing facility” in both the me(?ica.re and medicald programs. The
Secretary would make that determination, based principally upon the
appropriate State health agency evaluation of the facilities. A State
could, for good cause, decline to accept as a participant in the medic-
aid program a facility certified by the Secretary but could not over-
rule the Secretary and receive Federal medicaid matching funds for
any institution not approved by the Secretary. The committee also
incorporated into the amendment proposzals of the President regard-
ing full Federal financing of skilled nursing facility and intermediate
care facility survey and inspection costs attributable to the medicare
and medicaid program and the training of additional Federal and
State nursing facility inspection personnel.

AvuTHORITY FOR DEMONSTRATION Prosects CoNcerNING THE Most
SurrapLe Types oF CARE FOrR BENEFICIARTES READY FOR DiscHareE
From a Hosprran or SkiLiep FaciLiry

(Sec. 222 of the bill)

Problem ) o . .
1t is not unusnal for a previously hospitalized medicare beneficiary

to need services other than those covered under the program. A bene-
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ficiary who is discharged from a hospital may need further institu-
tiolna care for a condi%ie:gn for which he was hospitalized, but the care
required is not skilled care.

Finance Committee Amendment i

The committee bill authorizes the Secretary of HEW to experl-
ment with methods for determining suitable levels of care for medi-
care patients who are ready for discharge from hospitals and skilled
nursing facilities and no loni;;er require skilled care, including some
terminally ill patients but who are unable to maintain themselves at
home without some sort of additional assistance. The experiments and
demonstration projects could include (1) making medicare payment
for each day of care provided in an intermediate care facility, count
as one covered day of skilled nursing facility care, if the care was for
the condition for which the person was hospitalized, (2) covering the
services of homemakers, where institutional services are not needed.
Such experiments would be aimed at determining whether such cover-
age could effectively lower long-range costs by postponing or preclud-
ing the need for higher cost institutional care or by shortening the pe-
riod of such care, and ascertaining what eligibility rules may be ap-
propriate and the resultant costs of application of various eligibility
requirements, if the project suggests that extension of such coverage
generally, would be desirable.

PHYSICIANS' ASSISTANTS

(Sec. 222 of the bill)

Problem

Over the past few years, a number of programs have been developed
to train physicians’ assistants. These assistants are seen as a way to
extend the physician’s productivity and to bring care to many who
would otherwise not receive it. HEW is currently supporting the
training of these physicians’ assistants. There are some 200 experi-
mental training programs for physician assistants and nurse practi-
tioners. Each of these, however, is structured differently, reflecting the
lack of agreement among professionals on the experience and educa-
tion that should be required of training program applicants, the con-
tent of the programs, or the responsibilities and supervision that are
appropriate for their graduates. These unresolved issues have
prompted the American Medical Association, the American Hospital
Association, the American Public Health Association, as well as the
Department (in its “Report on Licensure and Related Health
Personnel Credentlahngirf’) and other organizations to ask for a
moratorium on State licensure of the new categories of health
P ot Jeol that it s inconsi f

ome feel that 1t 1s Inconsistent for HEW to support the training of

these personnel, while medicare does not, in i i
a]l{}hgir services as reimbursable items. some instances, recognize

Under present law, part B of medicare pays for physicians’ i
Within the scope of paying for ]‘)hysicianls)7 g’ervicels), t}l’xe proZrierflm ?ysé
for services commonly rendered in a physician’s office b para-medical
personnel. For example, if a nurse administers an injectlon in the office,

:;:céigz,'re will recognize a small charge by the physician for that
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Medicare will not pay where a physician submits a charge for a
professional service, performed by a para-medical person, in cases
where the service is traditionally performed by a physician. For ex-
ample, the program would not recognize a charge for a complete physi-
cal exam conducted by a nurse.

Additionally, medicare will not recognize a physician’s charge for
a service performed by a para-medical person outside of the physi-
cian’s office. In other words, he would not be reimbursed for an in-
jection administered by a para-medical employee in a nursing home.
Others argue that medicare does reimburse physicians for services

rovided by these new physicians’ assistants, so long as they are serv-
1ces commonly provided by para-professional personnel in a physi-
cian’s office. They go on to argue that, until the training and licensure
of physicians’ assistants becomes more uniform, it would be inappro-
priate for medicare to take the lead in encouraging doctors—by gener-
ous reimbursement to use physicians’ assistants to work independently
or to expand their responsibilities.

Finance Committee Amendment

The committee authorized demonstration projects to determine the
most appropriate and equitable methods of compensating for the serv-
ices of physicians’ assistants (including nurse practitioners). The ob-
jectives are development of non-inflationary and less-costly alterna-
tives which do not impede the continuing efforts to expand the supply
of qualified physicians’ assistants.

Tae RoLe oF THE JoINT COMMISSION ON THE ACCREDITATION OF
Hosprrars 1IN MEDICARE

(Sec. 244 of the bill)
Problem

Several problems have arisen with respect to the JCAH rose in
the medicare certification process. Present law specifies that an insti-
tution may be deemed to meet the certification requirements of medi-
care if it 1s accredited as a hospital by the Joint Commission on Ac-
creditation of Hospitals. . . )

In addition, under the definition of a hospital, the section states
that an institution must meet such requirements as the Secretary finds
necessary in the interests of health and safety, except that such other
requirements may not be higher than the comparable requirements
prescribed for the accreditation of hospitals by the Joint Commission
on the Accreditation of Hospitals. Another section of the law does
allow an individual State to set higher standards.

The JCAH survey process 18 not subject to Federal review,
and all JCAH survey reports are confidential, available only
to the commission and the facility concerned. Consequently,
the Federal agencies responsible to the Congress for the ad-
ministration of medicare, are not in a position to audit the validity
of the overall JCAH survey process and are thus unable to deter-
mine the extent to which specific deficiencies may exist in the vast
majority of participating hospitals, since JCAH survey reports are
not available to the Social Security Administration. A further prob-
lem arises because, under present law, medicare is barred from setting
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any standards which are higher than comparable JCAH require-
ments. This has been interpreted by Social Security to also bar estab-
lishment of any standards in an area where JCAH has remained si-
lent. Since the law does not refer to any specific JCAH standard, but
rather to any standards prescribed by the JCAH, the law serves as an
almost total and blanket delegation of authority over hospital stand-
ards to a private agency. Thus, if the Joint Commission chooses to
lower a standard, medicare is obliged to also accept that reduced
standard. Though the Federal Government is tied to JCAH standards,
a State may promulgate higher standards for facilities within the
State.

Finance Committee Amendment .

The committee approved a provision under which the State certifi-
cation agencies, as directed by the Secretary, would survey on a selec-
tive sample basis (or where substantial allegations of noncompliance
have been made) hospitals accredited by the Joint Commission on
Accreditation of Hospitals. This would serve as a mechanism to vali-
date the JCAH survey process. If deficiencies from the JCAH stand-
ards were found to exist in an institution, the medicare standards and
compliance procedures would be applied in that facility. To implement
this authority, JCAH hospitals would, as a condition of participating
in medicare, agree, if included in a survey, to authorize the State
agency or the Secretary to secure copies of the JCAH survey report on
a confidential basis. The Joint Commission on Accreditation of Hos-
pitals has indicated that it would cooperate fully with such validation
surveys and the Secretary would be expected to consult with and co-
operate with JCAH in these activities.

Under the provision the Secretary would be authorized to promul-
gate standards as necessary for health and safety after consultation
with JCAH and with adequate lead-time without being bound to
JCAH standards.

MaTtERNAL AND CHILp HEeavTn

(Sec. 291 of the bill)

Problem

The intent of the 1967 Social Security Amendments with respect
to the Maternal and Child Health programs was to divide available
funds between formula grants to the States, and special project grants
for a few years, so that the Federal Government could fund innovative
special project grants which the States might not be able to support
out of their formula funds. The 1967 Amendments terminated special
project grants as of fiscal year 1973 and converted all the project money
to formula_grants on the rationale that after a few years’ time the
States would recognize the value of and continue to support worth-
while project grants as part of an overall State program. Two prob-
lems have occurred in the interim. First the special project grant has
been utilized primarily in urban ghetto areas, while the formula funds
are welghted in favor of rural States. Therefore, a shift of funds from
urban States with project grants to rural States without project grants
would occur if the project grants were terminated. Additionally,
many project grant directors feel that with the pressure on State g—
nances, State health departments would be reluctant to use new for-
mula funds to continue support for project grants however worthy
they might be.
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Recognizing the problem, Congress has approved an extension of
the project grant authority to June 30, 1973.

Finance Committee Amendment

The committee added to H.R. 1 a provision which extends for an
additional fiscal year (through June 30, 1974) the present special
project grant authorization contained in title V of the Social Security
Act to support maternal and child health programs. This approach
allows 2 years for completion of comprehensive evaluation of the effi-
cacY of the project grant approach in relation to formula grants as
well as to assess the effectiveness and success of the various grants,
The 2-year period also permits orderly budgeting by grantees.

ConpiTions oF COVERAGE oF SpEEcH PartHorocists ANp CLINICAL
Psycuorocists UNpER MEDICARE

(Secs. 283 and 284 of the bill)

Problem

‘While speech pathology and clinical psychology services are at times
nseful to aged persons with certain disorders, such services are rela-
tively inaccessible to the aged due to the small percentage of speech
pathologists who are employed by providers eligible to participate in
the medicare program. Part of the problem is the fact that when such
services are not furnished by a megicare provider, they must be fur-
nished under direct physician supervision to be covered under
medicare.

Finance Committee Amendment

Coverage of the services of clinical psychologists and speech thera-
pists on an outpatient basis is presently available under medicare if
the services of such personnel are rendered in a physician-directed
clinic or hospital outpatient department. The committee included a
provision removing the requirement that such care necessarily be
rendered in a physician-directed clinic or outpatient department.
However, the services would still have to be provided in an organized
setting, and under a plan of care and treatment established by a physi-
cian who would retain overall responsibility for the patient’s care.
Additionally, with respect to psychological treatment, such costs
would be included in and limited by the overall $250 annual limita-
tion on reimbursement for outpatient treatment of mental illnesses.

ProvibE SECRETARY GREATER DISCRETION IN SELECTION OF
INTERMEDIARIES AND ASSIGNMENT OF ProviDERs To THEM

(Sec. 286 of the bill)

Problem i ] )

A group or association of providers of services—hospitals, extended
care Facilities, and home health agencies—have the option of nomi-
nating an organization (including the Federal Government) to act
as the “fiscal intermediary”’ between the providers and the Govern-
ment. (No such nomination is available with respect to carriers in part
B of medicare.) . ] .

‘T'he Secretary is authorized to enter into an agreement with an
organization or agency only if he finds that to do so would be con-
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sistent with effective and efficient administration of the program. The
Secretary may terminate an agreement with an intermediary if he
finds that it has failed to carry out the agreement or that continuation
of the agreement is inconsistent with efficient administration of the
program. . . o

It would be helpful to strengthen administrative prerogatives in the
assignment of new providers to intermediaries and the reassignment
of existing providers. The Secretary should have the primary author-
ity to determine to which intermediary providers may be reassigned
when they wish to change intermediaries or where continued avail-
ability of a particular intermediary in a given locale is inefficient,
ineffective, or otherwise not in the best program interest. That is, the
Secretary should consider the wish of the provider, but be able to take a
different course of action in the interest of effective program operation.

Finance Committee Amendment

The Finance Committee amended section 1816 so as to authorize the
Secretary to assign and reassign providers to available intermediaries.
He would take into account any preferences expressed by the provid-
ers, but would not be bound by their choice. The primary consideration
for his assignment action would be the effective and efficient adminis-
tration of the medicare program.

DiscLosure oF INFORMATION CONGERNING MEDICARE AGENTS AND
Provioers

(Sec. 249C of the bill)
Problem

As part of its responsibility for administration of the medicare
program, the Social Security Administration regularly prepares for-
mal evaluations of the performance of contractors—carriers and inter-
mediaries—and State agencies, which assist SSA in program adminis-
tration. In addition, SSA. also prepares program validation review
reports, which are intended to be used as management devices for
informing intermediaries of findings and recommendations concerning
selected providers of services and some of the aspects of their own
medicare operations.

These evaluations and reports are of significant help in reviewing
either the overall administrative performance of an individual con-
tractor or a particular aspect of its operation. Additionally, the sum-
mary evaluations comparing the performance of one contractor with
that of another are very useful. However, these evaluations and re-
ports are not available to the publicin general.

The Finance Committee recognized the dichotomy which exists in
this situation. On the one hand is the need for public awareness of the
deficiencies of contractor performance with the accompanying pres-
sures for improvement in administration that only such awareness
can bring. On the other hand, there is the need to avoid premature
public disclosure of this type of information and to provide contrac-
tors with sufficient opportunity to respond to the information in the
reports before their publication to avoid release of erroneous findings,
without rebuttal, which may prove damaging to their reputations.
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Fin C ittee Amend. N

To meet this problem, the Committee amendment provides that the
E8A regularly make public the following types of evaluations and
reports: (1) individual contractor performance reviews and other for-
mal evaluations of the performance of carriers, intermediaries, and
State agencies, including the reports of follow-up reviews; (2) com-
parative evaluations of the performance of contractors—including
comparisons of either overall performance or of any particular con-
tractor operation; (3) program validation survey reports—with the
names of individuals deleted.

The preposal would require public disclosure of future reports.
Such reports would include only those which are official in nature and
not include internal working documents such as informal memoranda,
ete. Under the proposal, public disclosure of evaluations and reports
would not be made until the contractor, State agency, or facility was
given suitable opportunity for comments as to the accuracy of the find-
mgs and conclusions of the evaluation or report with such comments
being made part of the report where the portions originally objected
to have not been modified in line with the comment.

Disclosure of such evaluations and reports should not lessen the
effort of SSA in its present information-gathering activities nor is the
provision in any way to be interpreted as otherwise limiting disclosure
of information required under the Freedom of Information Act.

ProrecTING AGED, BLIND, AND DIsABLED WELFARE RECIPIENTS FrOM
Loss or Mepicam ELicIBILITY

(Sec. 249D of the bill)

The Committee approved an amendment to assure that aged, blind,
and disabled welfare recipients who are currently eligible for Medicaid
will not lose their eligibility for Medicaid benefits soTely because of the
recent 20-percent social security benefit increase. The amendment will
assure that about 180,000 aged, blind, and disabled welfare recipients
will not lose this valuable protection. *

ProuBITION AcaiNsT INSTITUTIONAL MEDICAL CaARE PAYMENTS UNDER
Casa WELFARE Programs

(Sec. 249E of the bill)

Under present law, States can purchase medical care for welfare
recipients either through medicaid vendor payments to providers or by
including the cost of the medical services in calculating the cash wel-

t to the recipient.

fal’i?}ga}c,glrslr;litbee was (I:)oncerned that as the Department of Health,
Education and Welfare steps up its enforcement of standards which
medicaid institutions must meet, situations might occur in which sub-
standard skilled nursing facilities and intermediate care facilities
would avoid meeting medicaid standards of fire safety, sanitation, and
quality of care by withdrawing from the medicaid program and in-
stead continuing support of patients in the homes through adding the
cost of their care to the patients’ monthly welfare payments.
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To prevent possible utilization of substandard facilities through the
cash payment mechanism, the committee approved an amendment
which would preclude Federal matching for that portion of any money
payment which is related to institutional medical or remedial care
which could be included under the medicaid program.

Limrration oN LiapiLity oF BENEFICIaRY WHERE MEDICARE CLaTMs
Are DisALLOWED

(Sec. 213 of the bill)

Problem o

Under present law, whenever a medicare claim is disallowed, the
ultimate liability for the services rendered falls upon the beneficlary.
This is true even when the program has paid the claim and subse-
quently it is determined that the claim should be reopened and dis-
allowed. The result is that in many cases a beneficiary is liable for
payment even though he acted in good faith and did not know that
the services he received were not covered, and even though the hos-
pital, physician or other provider of services was at fault.

Finance Committee Amendment

Under the committee bill, a beneficiary could be “held harmless” in
certain situations where claims were disallowed but the beneficiary
was without fault. In such situations the liability would shift either to
the Government or to the provider—depending upon whether, for
example, the provider utilized due care (i.e., acted reasonably) in
applying medicare policy in his dealings with the beneficiary and the
Government. In the future, Professional Standards Review Organiza-
tions would be expected to give priority to determinations, either ad-
vancelor concurrent, designed to minimize the problem of retroactive
denials.

‘Where the beneficiary was aware, or should have been aware, of the
fact that the services were not covered, liability would remain with the
beneficiary and the provider could either exercise his rights under
State law to collect fot the services furnished or appeal the determina-
tion through the medicare appeals process.

Where neither the beneficiary nor the provider knew that non-
covered services were involved, the Government would assume liability
for payment as though a covered service had been furnished. (This
situation would arise in many cases disallowed because the services
were not medically necessary or did not meet the level of care require-
ments.) However, when medicare made such a payment, it would
make certain that the provider is put on notice that the type of service
rendered was not covered with the result that in subsequent cases
involving similar situations and further stays or treatments in the
given case, he could not contend that he exercised due care. Thus, the
Government’s liability would be somewhat limited.

Where the provider did not exercise due care (that is, he knew or
reasonably could be expected to know that such care was not covered),
liability would shift to the provider, assuming that there was good
faith on the beneficiary’s part. The provider would be told that he
could appeal the intermediary’s decision, both as to coverage of the



67

services and due care. If, on the other hand, he exercised his rights
under State law and received reimbursement from the beneficiary, the
medicare program would indemnify the beneficiary (subject to deduc-
tibles and coinsurance) and would be required to seek to recover
amounts so paid from the provider.

FamiLy PLANNING

(Sec. 299E of the bill)
Problem

Though Federal law and policy permit and encourage States to
extend services to low income families likely to become welfare recip-
ients as well as families already on welfare, most States have not
taken advantage of this opportunity.

The progress which has been made under the 1967 Amendments has
not met the committee’s expectations. The annual report by the Depart-
ment of Health, Education, and Welfare covering family planning
services includes information which makes clear that the mandate of
the Congress that ¢/l appropriate AFDC recipients be provided family
planning services has not been fulfilled.

Finance Committee Amendment

The committee amended the House bill to authorize 100 percent
Federal funding for the costs of family planning services. The Com-
mittee amendment would also require States to make available on a
voluntary and confidential basis such counseling, services, and sup-
plies, directly and/or on a contract basis with family planning orga-
nizations throughout the State, to present, former or likely recipients
who are of child-bearing age desiring such services. The amendment
would also reduce the Federal share of AFDC funds by 2 percent,
beginning in fiscal year 1974, if a State in the prior year fails to
inform the adults in AFDC families and on workfare of the avail-
ability of family planning services and/or if the State fails to actually
provide or arrange for such services for persons desiring to receive
them.

PeNALTY FOR FAILURE To ProvipE REQUIRED HEALTH CARE SCREENING

(Sec. 299F of the bill)

Problem

Many States have failed to implement the statutory requirement—
or have implemented it only partially—because of their contention
that the screening of all children under age 21 is not possible given
available financial and health care resources. Under HEW regulations
States must now provide health care screening to children under age 6,
and States will be required to provide screening services to all eligible
children between the ages of 7 and 21 by no later than July 1, 1973.

Finance Committee Amendment

The amendment also includes a provision that would reduce the
Federal share of AFDC matching funds by 2 percent, begin-
ning in fiscal year 1975, if a State, (a) fails to inform the adults
in AFDC families and on workfare of the availability of child
health screening services; (b) fails to actnally provide or arrange
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for such services; or ilc) fails to arran%e for or refer to appro riate
corrective treatment children disclosed by such screening as sufiering
illness or impairment.

Coverage oF QUTPATIENT REHABILITATION SERVICES UNDER MEDICARE
(Sec. 285 of the bill)

Problem

Medicare beneficiaries who are not inpatients of hospitals or ex-
tended care facilities, or homebound and entitled to home health
services, have limited access to certain restorative and rehabilitative
services. While part B of medicare presently covers outpatient physical
therapy services furnished by providers of services including clinics,
rehabilitation agencies, and public health agencies, similar coverage
is not provided for other rehabilitation services which are useful to
older people.

Finance Committee Amendment

The Committee included a provision establishing a new benefit cate-
gory which would permit reimbursement under part B for outpatient
rehabilitation furnished in organized settings. The requirements that
organizations must meet in order to provide the new outpatient re-
habilitation benefit would be similar to the types of standards now
imposed on providers of outpatient physical therapy services. These
requirements are intended to assure that only health care of proper
quality will be paid for.

The new benefit would cover physical therapy, speech pathology,
occupational therapy, and medical social services provided on an
outpatient basis by qualified outpatient rehabilitation facilities. A
physician would have to certify that the services are required by an
individual who needs physical therapy or speech pathology services,
and the services must be furnished in accordance with a plan estab-
lished and periodically reviewed by a physician. The plan would have
to prescribe the specific types of rehabilitation services to be provided
and the amount and duration of such services.

Mep1care COVERAGE FOR SPOUSES AND Soc1AL SECURITY BENEFICIARIES
UxpEer Ace 65

(Sec. 214 of the bill)
Present Law

Under present law, persons aged 65 and over who are insured or are
deemed to be insured for cash benefits under the social security or
railroad retirement programs are entitled to hospital insurance (part
A). Essentially all persons aged 65 and over are eligible to enroll for
medical insurance (part B) without regard to insured status. The
House bill includes a provision that would permit persons aged 65 and
over who are not insured or deemed insured for cash benefits to enroll
in part A, at a premium rate equal to the full cost of their hospital in-
surance protection ($33 a month through June 1974).
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Problem

Many additional social security cash beneficiaries find it difficult to
obtain adequate private health insurance at a rate which they can
afford. This is particularly true if they are of an advanced age, say,
age 60-64. Frequently, these older beneficiaries—retired workers,
widows, mothers, dependents, parents for example—have been de-
pendent upon their own group coverage or that of a related worker
who is now deceased for health insurance protection. It is a difficult task
for such older persons to find comparable protection when they no
longer are connected to the labor force.

Finance Committee Amendment

The provision makes medicare protection available at cost to spouses
aged 60-64 of medicare beneficiaries and to other persons aged 60-64
(such as a beneficiary who elects early retirement at age 62) entitled to
benefits under the Social Security or Railroad Retirement Acts.

ALCOHOLISM AND ADDICTION

(Sec. 299G of the bill)

Problem

Under the House bill, alcoholics and addicts would be defined as dis-
abled (applying the general social security definition of disability) for
purposes of wgffare eligibility. However, alcoholics and addicts would
not receive cash assistance 1f treatment were available which they
refused.

The committee was concerned that this provision might result, in
many cases, in alcoholics and addicts receiving cash payments without
being involved—or only nominally involved—in treatment programs.

Finance Committee Amendment

The committee approved an amendment establishing a program de-
signed to encourage appropriate care and treatment of alcoholics and
addicts. Below is a brief outline of the program: )

Persons medically determined (as described below) to be alcoholics
and addicts would not be eligible for benefits as disabled under the
Supplemental Security Income program.

Alcoholics and addicts who meet the income and resources test for
benefits under the new supplemental security income program estab-
lished by the bill and who meet a definition of disability parallel to the
social security definition—that is who are unable to engage in any sub-
stantial gainful activity by reason of a medically determinable addic-
tive dependence on alcohol or drugs which has lasted or can be expected
to last for a period of 12 months—would be eligible to receive help in
an alcoholism or addiction treatment program which would be estab-
lished under title XV if the State wishes to institute such a program.
Once enrolled in the treatment program, the alcoholic or addict would
be referred to a local treatment organization or agency certified by
the appropriate State agency designated under the Comprehensive
A]cohoﬁ) Aﬂuse and Treatment Act of 1970 or the Drug Abuse and

Treatment Act of 1972.
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In a State which provides payments under categories other than
on the basis of disability to persons medically determined to be
alcoholies or addicts (for example, an alcoholic mother or an addicted
child on AFDCQ) the person must be referred for care and treatment
to the appropriate agency. Refusal of care and treatment by an addict
or alcoholic would result in termination of payments for that in-
dividual. .

To be eligible for reimbursement under title XV, the individual
treatment program must be carried out under a professionally devel-
oped plan of rehabilitation designed to terminate dysfunctional de-
pendency on alcohol or drugs and which must be renewed at three-
month intervals. Additionally, the plan must include to the maximum
extent feasible a program of work experience.

In those cases where proper treatment or rehabilitation would be
thwarted by the lack of maintenance funds for the enrolled alcoholic
or addict, protective payments could be made with title XV funds.
Maintenance payments may not exceed comparable payments under
titles IV and X V1.

Matching funds under title XV would be at the rates otherwise pro-
vided for the types of payments made. For example, medical care and
treatment would be matched at medicaid rates and maintenance pay-
ments would be matched at the rates applicable to the category under
which the person would otherwise be aided.

C. Financing of Social Security Trust Funds

Consistent with the policy of maintaining the social security pro-
gram on a financially sound basis, which has been followed in the past,
the committee bill would make provision for meeting the cost of the
expanded program under the bill. To meet the cost of the improve-
ments in the cash benefit programs and the extension of medicare
coverage to disabled beneficiaries and to include drug coverage, the
schedule of tax rates would be revised as shown in table 1 below. Under
both present law and the committee bill, the limitation on wages tax-
able under social security would be increased from $9,000 in 1972 to
$10,800 in 1973, to $12,000 in 1974, and starting in 1975 the limit would
rise as average wages increase.
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TABLE 1.—SOCIAL SECURITY TAX RATES FOR EMPLOYERS,
EMPLOYEES, AND SELF-EMPLOYED PERSONS UNDER PRES-
ENT LAW AND COMMITTEE BILL

{In percent]

Employer and employee,
each

Self-employed
OASDI HI  Total OASDI HI  Total
Present law:
1972.................. 4.6 0.6 5.2 69 0.6 7.5
1973, ................ . 4.6 9 55 6.9 9 7.8
1974t01977......... 4.6 9 55 6.9 9 7.8
1978101985......... 4.5 1.0 55 6.7 1.0 7.7
19861t01992. .. ... ... 4.5 1.1 56 6.7 1.1 7.8
1993 t0 2010 ... .. .. 4.5 1.2 5.7 6.7 1.2 7.9
2011 and after........ 535 12 655 70 1.2 8.2
Commiittee bill:

2 4.6 6 5.2 6.9 6 7.5
197310 1977......... 49 1.1 6.0 70 1.1 8.1
1978101980......... 495 13 625 7.0 13 83
1981t01992......... 495 15 645 70 15 8.5
1993t02010......... 495 16 655 70 1.6 8.6
2011 and after........ 605 16 765 70 16 8.6




TABLE 2.—SOCIAL SECURITY PROGRAMS: FIRST FULL-YEAR COST OF SENATE FINANCE COMMITTEE

PROVISIONS OF H.R. 1

[Amounts in millions; numbers of persons in thousands]

Additional Present-law
benefit benefi-
payments ciaries Newly
in calendar immediately eligible
Provision year 1974 affected ! persons
TOtal . o $6,371 ® ¢)
Social security cash benefit programs:
Increased benefits for widows and widowers up to 100 percent of
PIA at age 65 (limited to QAIB).................................. 1,109 3800 ..............
Retirement test changes *:
$2,400 exempt amount; $1 for $2 above $2,400....,......... 1,078 1,190 550
Earnings in year of attainmentofage 72...................... 14 20 ...l
Special minimum PIAupt0$200.............................l 152 700 ...
Credit for past and future delayed retirement..................... 198 5000 ..............
Dependent sisters and disabled dependent brothers.............. /9 .............. 50
Noncontributory credits for military service after 1956............ 46 130 ..............
Eliminate support requirement for divorced wives and surviving
dIVOrCed WIVES . . ... . . \oi e 23 10
Student child benefits payable after age 22 to end of semester*.. 19 55 6
Age 62 comgl_.ltation point formen........ ... 14 s
Reduce disability waiting periodto4 months*...................... 274 950 8
Liberalized disability provisions for blind workers.................. 246 .. ............ 250



Liberalized workmen's compensation offset (80 percent of high

year
Children disabled at ages 18 to 21

Increased allowance for vocational rehabilitation expenditures?®. . .

Subtotal, cash benefit programs

Hospital insurance program:

Coverage of the disabled. .................... .. ..

Coverage of specific prescription drugs
Liberalize extended care benefits
Waiver of beneficiary liability for disallowed claims
Decrease coinsurance on lifetime reserve days

Subtotal, hospital insurance. ... ..

Supplementary medical insurance program:
Coverage of the disabled .. ... ............
Coverage of chiropractors services
Consolidation of outpatient rehabilitation care
Coverage of clinical psychologist services
Coverage of speech pathologist services

Subtotal, supplementary medical insurance. . .. ..

22 40 2
17 .o 13

29 L

............... 3,320 o) 889
............... 1,412 ... .. 1,696
............... 740 21,071 1,696
............... 110 20,592 1,696
.............. 85 20,592 1,696
............... 79 20,592 1,696
............... 2,426 ©® e
............... 465 ... 1,696
............... 113 20,684 1,696
.............. 16 20,512 1,696
............ 7 20,512 1,696
............... 24 20,512 1,696
............... 625 ® e

! Except where noted, represents beneficiaries under present law
whose benefit for the effective month would be increased.

2 Except where noted, represents persons who cannot receive a
benefit under present law for the effective month, but who would
receive a benefit for such month under the provision.

3 Figures not additive because a person may be affected by more
than one provision.

* Number of present-law beneficiaries immediately affected rep-
resents persons who will receive additional benefits for months in

the first full year as a result of the provision. Number of newly eligible
persons represents persons who will receive no benefits under
present law for months in the first full year, but who would receive
some benefits under the provision.

5 The allowance for fiscal year 1973 would be increased from 1 per-
cent to 14 percent of fiscal year 1972 benefit payments to disabled
beneficiaries; the allowance for fiscal year 1974 and thereafter
would be increased to 1 percent of the previous fiscal year's benefit
payments.
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D. Supplemental Security Income for the Aged, Blind,
and Disabled

PreseNT Law

Three categories of adults are eligible for federally supported as-
sistance : persons 65 and over, the blind (without regard to age), and
permanently and totally disabled persons 18 years of age and older.
Each State establishes a minimum standard of living (needs stand-
ard) ugon which assistance payments are based; any aged, blind or
disabled person whose income is below the State needs standard will
" be eligible for some assistance, although the State need not pay the full
difference between the individual’s income and the needs standard.

Generally speaking, all income and resources of an aged, blind or
disabled person must e considered in determining the amount of the
assistance payment (though a portion of earnings may be disregarded
as a work incentive). States also place limitations on the real and per-
sonal property an aged, blind or disabled individual may retain with-
out being disqualified for assistance.

Monthly State payments to an aged, blind or disabled individual
with no other income range between $75 and $250 and for an aged
couple between $121 and $350.

CoMMITTEE BIin

The committee bill would replace the present State programs of aid
to the aged, blind, and disabled with a new wholly Federal program of
supplemental security income.

NATIONAL SUPPLEMENTAL SECURITY INCOME; DisREGARD OF SoOCIAL
SecuriTy orR OTHER INCOME

Under the committee bill, aged, blind, and disabled persons with no
other income would be guaranteed a monthly income of at least $130
for an individual or $195 for a couple. In addition the committee bill
would provide that the first $50 of social security or other income
would not cause any reduction in supplemental security income
payments. . .

As a result, aged, blind, and disabled persons who also have month-
ly income from social security or other sources (which are not need-
related ) of at least $50 would, under the committee bill, be assured total
monthly income of at least $180 for an individual or $245 for a couple.

At present, only twelve States have old age assistance programs
which will guarantee a monthly income of at least .$18().for an indi-
vidual receiving social security benefits (Alaska, California, Connecti-
cut, Idaho, Illinois, Kansas, Massachusetts, Michigan, Nebraska, New
York, South Dakota, and Washington). These States would, of course,
be free to add to the Federal supplemental security income payments.

(75
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EArNED INcOME DISREGARD

In addition to providing for a monthly disregard of $50 of social
security or other income, the committee approved an additional dis-
regard of $85 of earned income 1plus one-half of any earnings above $85.
This will enable those aged, blind, and disabled individuals who are
able to do some work to do so and in the process a higher income in
addition to supplemental security income.

Otuer INcoME DIsREGARDS

Under the supplementary security income program also, any rebate
of State or local taxes (such as real property or food taxes) received
by an aged, blind or disabled person would not be counted as income.

DEFINITIONS OF BLINDNESS AND DISABILITY

Under present law each State is free to prescribe its own definition
of blindness and disability for purposes of eligibility for aid to the
blind and aid to the permanently and totally disabled.

Under the new supplemental security income program, there would
be a uniform Federal geﬁnition of “disability” and “blindness.”

The term “disability” would be defined as “inability to engage
in any substantial gainful activity by reason of any medically
determinable physical or mental impairment which can be expected
to result in death or has lasted or can be expected to last for a con-
tinuous period of not less than 12 months.” Under the disability insur-
ance program, this definition is now found in section 223(d) (1) of the
Social Security Act. The provisions of the disability insurance pro-
gram further specify that this definition is met only if the disability
1s so severe that an individual “is not only unable to do his previous
work but cannot, considering his age, education, and work experience,
engage in any other kind of substantial gainful work which exists in
the national economy, regardless of whether such work exists in the
immediate area in which he lives, or whether a specific job vacancy
exists for him, or whether he would be hired if he applied for work.”
(Sec. 223(d) (2) (A).)

The term “blindness” would be defined as central visual acuity of
20/200 or less in the better eye with the use of correcting lens. (Sec.
216(i) (1) (B).) Also included in this definition is the particular sight
limitation which is referred to as “tunnel vision.”

STATE SUPPLEMENTATION

. States wishing to pay an aged, blind or disabled person amounts
in addition to the Federal supplemental security income payment
would be free to do so. The Committee bill would permit States to
enter into agreements for Federal administration of State supple-
mental benefits. Under these agreements, supplemental payments
would have to be made to all persons eligible for Federal supple-
mental security income payments under the Committee bill except
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that a State could require a period of residence in the State as a con-
dition of eligibility.

OtHer FEDERAL ELIGIBILITY STANDARDS

Eligibility for supplemental security income would be open to an
aged, blind or disag ed individual if his resources were less than
$2,500. In determining the amount of his resources, the value of the
home, household goods, personal effects, including an automobile, and
property needed for self support would, if found to be reasonable, be
excluded. Also, life insurance policies would not be counted if the face
value of all policies was less than $1,500.

Mepicaip COVERAGE

Under present law, the States are required to cover all cash assistance
recipients under the medicaid program. The committee bill, like
the House version, would exempt from this requirement newly eligible
recipients who qualify because of the previously agreed provision of
a $130 minimum benefit with a disregard of $50 of social security and
other income.

Soc1an SkrvicEs

Under the committee bill, States would be authorized to continue
programs providing social services to aged, blind, and disabled per-
sons, These services are currently provided under the welfare pro-
grams for the aged, blind, and disabled which would be replaced by
the new Federal supplemental security income program. There would
be 75 percent Federal matching for the services provided, subject to
overall limitations described in the section of the report dealing with
aid to families with dependent children.
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TABLE 3.—OLD-AGE ASSISTANCE: INCOME ELIGIBILITY LEVEL
FOR PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC
NEEDS, BY STATE, JULY 1972

Aged individual Aged couple
Largest Largest
Income amount Income amount
eligibility paid for eligibility paid for
level for basic level for basic
payments needs payments needs
Alabama.................. $158 $115 $266 $230
Alaska..................... 250 250 350 350
Arizona.................... 118 118 164 164
Arkansas.................. 149 105 210 210
California................. 183 183 330 330
Colorado.................. 145 145 290 290
Connecticut............... 238 238 286 286
Delaware............... ... 140 140 197 197
District of Columbia....... 113 113 158 158
Florida.................... 121 121 160 160
Georgia................... 102 96 159 159
Hawaii.................... 132 132 205 205
Idaho..... 182 182 219 219
Ilinois. .. 173 173 214 214
Indiana.................... 185 80 247 160
lowa....................... 117 117 178 178
Kansas.................... 203 203 247 247
Kentucky.................. 96 96 160 160
Louisiana................. 147 100 235 188
Maine.................. ... 123 115 214 214
Maryland.................. 96 96 131 131
Massachusetts............ 189 189 280 280
Michigan............... .. 184 184 237 237
Minnesota................. 158 158 230 230
Mississippi................ 150 75 218 150
Missouri................ .. 181 85 247 170
Montana............... ... 111 111 175 175
Nebraska.................. 182 182 235 235
Nevada.................... 170 170 271 271
New Hampshire...... ... .. 173 173 228 228
New Jersey............. ... 162 162 222 222
New Mexico............... 116 116 1565 155
NewYork................ .. 184 184 234 234
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TABLE 3.—OLD-AGE ASSISTANCE: INCOME ELIGIBILITY LEVEL
FOR PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC
NEEDS, BY STATE, JULY 1972—Continued

Aged individual Aged couple
Largest Largest
Income amount Income amount
eligibility paid for eligibility paid for
level for basic level for basic
payments needs payments needs
North Dakota. ... $125 $125 $190 $190
Ohio.......... 126 126 212 212
Oklahoma. . .. 130 130 212 212
Oregon.................... 122 122 177 177
Pennsylvania..... ... .. .. 138 138 208 208
Rhode Island.............. 163 163 211 211
South Carolina............ 87 87 121 121
South Dakota.............. 180 180 220 220
Tennessee................ 102 97 194 142
Texas..................... 119 119 192 192
Utah...................... 112 112 150 150
Vermont................... 177 177 233 233
Virginia. .................. 152 152 199 199
Washington. .......... ... 149 149 214 214
West Virginia.............. 123 123 156 156
Wisconsin................. 175 175 241 241

Wyoming.................. 139 104 195 178
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TABLE 4.—AID TO THE BLIND AND AID TO THE PERMANENTLY
AND TOTALLY DISABLED: INCOME ELIGIBILITY LEVEL FOR
PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC NEEDS,

BY STATE, JULY 1972

Blind individual Disabled individual

Largest Largest
Income amount Income amount
eligibifity paid for eligibility paid for
level for basic tevel for basic
payments needs payments needs
Alabama. . ... ... $125 $125 $71 $71
Alaska........ o 250 250 250 250
Arizona. . 118 118 118 118
Arkansas 149 105 149 105
California................. 198 198 177 177
Colorado.................. 105 105 123 123
Connecticut............... 238 238 238 238
Delaware.................. 189 150 117 117
District of Columbia....... 113 113 113 113
orida.................... 121 121 121 121
Georgia................... 102 96 100 96
Hawaii.................... 132 132 132 132
Idaho..................... 182 182 182 182
Hhinois.................... 173 173 173 173
Indiana.................... 185 125 185 80
lowa....................... 144 144 117 117
Kansas. .. 203 203 203 203
Kentucky. 2 9 26 926
Louisiana. 106 101 99 66
Maine..................... 123 115 123 115
Maryland.................. 96 96 96 96
Massachusetts. ........... 180 180 178 178
Michigan.................. 184 184 184 184
Minnesota. ............... 158 158 158 158
Mississippi................ 150 75 150 75
Missouri.................. 255 100 170 80
Montana................ .. 123 123 111 111
Nebraska.................. 182 182 182 182

Nevada.................. .. 155 155 1 1
New Hampshire......... .. 173 173 153 18
NewJersey. ... ........... 162 162 162 162
New Mexico............. .. 116 116 116 116
New York........ . 184 184 184 184
North Carolina 120 120 115 115
North Dakota........ ..... 125 125 125 125

A
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TABLE 4.—AID TO THE BLIND AND AID TO THE PERMANENTLY
AND TOTALLY DISABLED: INCOME ELIGIBILITY LEVEL FOR
PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC NEEDS,
BY STATE, JULY 1972—Continued

Blind individual Disabled individual
Largest Largest
Income amount Income amount
eligibility paid for eligibility paid for
level for basic level for basic
payments needs payments needs
Ohio....................... $126 $126 $116 $116
Oklahoma................. 130 130 130 130
Oregon.................... 163 163 122 122
Pennsylvania.............. 150 150 138 138
Rhode Island.............. 163 163 163 163
South Carolina............ 103 95 87 80
South Dakota............ .. 180 180 180 180
Tennessee................ 102 97 102 97
Texas....... ............. 110 110 110 105
Utah...................... 122 122 112 122
Vermont................... 177 177 177 177
Virginia............... . 153 153 152 152
Washington. ... .. .. 149 149 149 149
West Virginia .. 123 123 123 123
Wisconsin......... . 175 175 175 175
Wyoming.................. 139 104 127 104

1 No program.






E. Guaranteed Job Opportunity for Families

The whole Nation has become increasingly concerned at the rapid
growth of the welfare rolls in recent years, and with good reason.

By far the major factor in this growth has been the increase in the
number of persons receiving Aid to Families with Dependent Chil-
dren. From 5.3 million recipients at the end of 1967, the number of
AFDC recipients doubled during the next four years. The soaring
costs of this program have forced States to shift funds into welfare
that would otherwise go for education, health, housing and other
pressing social needs. There is universal agreement that something
must be done, but there remains much confusion about the nature of
the problem that must be solved. The committee feels that a more
expensive and expansive welfare program is not the answer.

The soaring weifare rolls reflect three developments.

First, they show that there are a large number of children in this
country who are needy and whose parents in most cases are not
working,

Second, they show an alarming increase in dependency on the tax-
payer. The proportion of children in this country who are receiving
A¥DC has climbed sharply, from three percent in the mid-fifties to
nine percent today. This means that an increasing number of families
are becoming dependent on welfare and staying dependent on welfare.

Third, the growth in the AFDC rolls reflects increasing family
breakup and increasing failure to form families in the first place.
Births out of wedlock, particularly to teenage mothers, have increased
sharply in the past decade. Two striking statistics highlight the prob-
lem : the number of families headed by women increased by 15 percent
between 1970 and 1971, while the number of families with both father
and mother present declined in absolute numbers during the same one-
year period. Today, almost 8 million women and children receive wel-
fare because of the “absence of the father from the home”—principally
due to family breakup or failure of the father to marry the mother of
his child.

Many persons who strongly advocate increasing welfare benefits
have stmply glossed over the problems of family breakup and the in-
crease of births out of wedlock. Even more importantly, they have
avoided discussing the problem of increasing dependenf:y. )

In an article that appeared in the New Y ork Magazine in October,
1971, Nathan Glazer raises the fundamental question of what increas-
ing dependency on welfare has done for recipients in New York City:

Has it reduced starvation and given them more food? Has it
improved their housing? Has it improved their environment? Has
it improved their clothing? Has 1t heightened their self-respect
and sense of power? Has it better and more effectively incorpo-
rated them into the economic and political life of the city? . .
Blanche Bernstein, director of research at the New School’s Cen-
ter for New York City Affairs, has estimated that 50 percent of

(83)
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the increase in welfare recipients in New York City during the
1960’s was due to desertion and 25 percent was due to illegitimate
births. She reports that in 1961 there were 12,000 deserted families
on welfare in New York City. By 1968 there were 80,000. What
happened in New York City was not an_ explosion in wel-
fare alone. The city witnessed an explosion in desertion and in
illegitimacy. . . . . .

Welfare, along with those who pressed its expansion, deprived
the poor of New York of what was for them—as for the poor who
preceded them—the best and indeed only way to the improvement
of their condition, the way that involved commitment to work and
the strengthening of family ties. In place of this, the advocates
of revolution through welfare explosion propagated a false and
demeaning sense of the “rights” of the poor, one which had dis-
astrous consequences . . . . .

Relief is necessary to the poor. In any civilized society it must
be given generously, and if needed, extensively. But it should be
the aim of every society to find and encourage other means to
the maintenance of a decent standard of living than the distri-
bution of charity. For whatever the position of modern advo-
cates of welfare rights, welfare can never, if given regularly on
an extensive scale, be other than alms, and whatever alms did for
the souls of those who gave them, they could not be good for
the souls of those who received them. Every society—capitalist,
socialist, or “welfare state”—tries to find ways to replace money
relief and to make it unnecessary. To advocate its expansion as
a means of dealing with distress is one thing; to advocate its ex-
pansion as a means of breaking the commitment to work with its
a.tlt;;:ndant effects on self-respect and on family life is irrespon-
sible.

The fundamental problem is raised somewhat differently in an
article entitled “Welfare: the Best of Intentions, the Worst of Re-
sults” that appeared in the August, 1971, issue of Atlantic Magazine.
The author, Irving Kristol, begins by quoting from the 19th century
social commentator Alexis de Tocqueville:

There are two incentives to work : the need to live and the desire
to improve the conditions of life. Experience has proven that the
majority of men can be sufficiently motivated to work only by the
first of these incentives. The second is only effective with a small
minority. . . . A law which gives all the poor a right to public aid,
whatever the origin of their poverty, weakens or destroys the first
stimulant and leaves only the second intact.

At this point, we are bound to draw up short and take our leave
of Tocqueville. Such gloomy conclusions, derived from a less than
benign view of human nature, do not recommend themselves either
to the twentieth-century political imagination or to the American
political temperament. We do not like to think that our instincts
of social compassion might have dismal consequences—not acci-
dentally but inexorably. We simply cannot believe that the uni-
verse 1s so constituted. We much prefer, if 2 choice has to be made,
to have a good opinion of manEind and a poor opinion of our
soclo-economic system. . . .

. Somehow, the fact that more poor people are on welfare, receiv-
Ing more generous payments, does not seem to have made this
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country a nicer place to live—not even for the poor on welfare,
whose condition seems not noticeably better than when they were
f;oor and off welfare. Something appears to have gone wrong: a
iberal and compassionate social policy has bred 551 sorts of un-
anticipated and perverse consequences. . . .

To raise such questions is to point to the fundamental problems
of our welfare system, a vicious circle in which the best of inten-
tions merge into the worst of results.

As Congress examines fundamental questions concerning the effect
of dependency on welfare, it must also take note of developments in
American society, such as the changing role of women in America and
the increasing public demand for action to improve the quality of life
in this country.

‘When the AFDC program was first established under the Social Se-
curity Act of 1935, American society generally viewed a mother’s role
as requiring her to stay at home to take care ofy her children ; she would
be considered derelict in her duties if she failed to do so. But values
have changed, and toda.{l, one-third of all mothers with children under
age six are members of the labor force, and more than half of the moth-
ers with school-age children only are members of the labor force.
Furthermore, in families where the father is not present, two-thirds
of the mothers with children over age six are in the labor force. This
number has been growing steadily in the past 20 years, and it may be
expected to continue to grow.

At the same time, it is widely recognized today that many important
tasks in our society remain undone, such as jobs necessary to improve
our environment, 1mprove the quality of life in our cities, improve the
quality of education in our schools, improve the delivery of health serv-
ices, and increase public safety in urban areas. The heads of welfare
families are qualified to perform many of these tasks. Yet welfare
pays persons not to work and penalizes them if they do work. Does it
make sense to pay millions of persons not to work at a time when so
many vital jobs go undone? Can this Nation continue to consider un-
employable mothers of school-age children on welfare and pay them
to remain unemployed when more than half of mothers with school-
age children in the general population are already worki i@

Tt is the committee’s conclusion that paying an employable person
a benefit based on need, the essence of the welfare approach, has not
worked. It has not decreased dependency—it has increased it. It has
not encouraged work—it has discouraged it. It has not added to the
dignity in the lives of recipients, and it has aroused the indignation
of the taxpayers who must pay for it.

As President Nixon has stated :

In the final analysis, we cannot talk our way out of poverty; we
cannot legislate our way out of poverty; but this Nation can work
its way out of poverty. What America needs now is not more
welfare, but more “workfare”. . . This would be the effect of
the transformation of welfare into “workfare,” a new work-

i rogram.

Tlf:vgg:ndrlnl}tgt& airrees that the only way to meet the economic needs
of poor persons while at the same time decreasing rather than increas-
ing their dependency is to reward work directly by increasing its
value. The committee bill seeks to put the President’s words into

practice by :



86

(1) Guaranteeing employable family heads a job opportunity
rather than a welfare income; and by . .

(2) Increasing the value of work by relating benefits directly
to work effort. . . . .

In meeting these objectives the committee bill will substantially
increase Federal expenditures to low-income working persons, but the
increased funds that go to them—about $2.4 billion—will be paid in
the form of wages ang wage supplements, not in the form of welfare,
since the payments will be related to work effort rather than to need.
Under the welfare system, an employed };I)erson who cuts his or her
working hours in half receives a much higher welfare payment; under
the committee bill, a person reducing his or her work effort by half
would find the Federal benefits also reduced by half.

DescriprioN OF PrOGRAM

Under the guaranteed employment program recommended in
the committee bill, persons considered employable would not be
eligible to receive their basic income from Aid to Families with De-
pendent Children but would be eligible on a voluntary basis to partic-
1pate in a wholly federally financed employment program. Thus,
employable family heads would not be eligible for a guaranteed wel-
fare income, but would be guaranteed an opportunity to work.

In the description of the guaranteed job program that follows, it is
assur}iled that the Federal minimum wage will rise to at least $2.00
per hour.

The following table shows which families would continue to be
eligible for welfare and those which would no longer be eligible to re-
ceive their basic income from welfare under the committee bill:

Not Eligible T'o Receive Basic In-

Eligible for Welfare come from Welfare*

1. Family headed by mother with 1. Family headed by able-bodied
child under age 6 father

2. Family headed by incapacitated 2. Family headed by mother with
father where mother is not in no child under 6 (unless the
the home or is caring for mother is attending school

father full time)

3. Family headed by mother who
is ill, incapacitated, or of
advanced age

4. Family headed by mother too
remote from an employment
program to be able to par-
ticipate

5. Family headed by mother at-
tending school full time even
if there is no child under 6

6. Child living with neither par-
ent, together with his care-
taker relative(s) (though
State may deny welfare if his
mother is also receiving wel-
fare)

! Thege families would be eligible for State supplementation if
15 over $2,400 a year for the family and if otherwise eligible under lt‘l?esst:::e l;'aezm:xelltmla:vtg
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An estimated 40 percent or 1.2 million of the 3 million families cur-
rently receiving Aid to Families with Dependent Children would
have to obtain their basic source of income from employment once the
committee bill becomes effective.

All heads of families, whether eligible for welfare or not, as well as
heads of families no lon%er eligible for welfare, could volunteer to
participate in the new employment program.

The committee bill provides three %asic types of benefit to heads
of families:

1. A guaranteed job opportunity with a newly established Work
Administration paying $1.50 per hour for 32 hours and with maxi-
mum weekly earnings of $48.

2. A wage supplement for persons employed at less than $2.00 per
hour (but at least at $1.50 per hour) equal to three quarters of the
difference between the actual wage paid and $2.00 per hour.

3. A work bonus equal to 10 percent of wages covered under social
security up to a maximum bonus of $400 with reductions in the bonus
as the husband’s and wife’s income rises above $4,000.

Work INcenTIvEs UNDER THE PROGRAM

The program would guarantee each family head an opportunity to
earn $2,400 a year, the same amount as the basic guarantee under the
House bill for a family of four. It also strengthens work incentives
rather than undermine them, as shown in the table below.

In table 5, the three types of employment are compared under the
guaranteed employment program.

The table also shows what happens to total family income under
the proposal if the father works 40 hours a week (32 hours in the case
of Government employment), 20 hours a week, or no hours a week.

The sources of income shown are: (a) wages paid by the employer,
(b) wages paid by the Government, either as employer or in the form
of 2 wage supplement to the employee (for those in jobs paying less
than $2.00 per hour), and (c) the work bonus equal to 10 percent of
wages covered under social security. .

The table shows these major points about the committee plan:

(1) Since the participant is paid for working, his wages do not
vary with family size. Thus a family with one child would have
no economic incentive to have another child. This feature also
preserves the principle of equal pay for equal work. .

(2) As the employee’s rate of pay increases, his total income
increases. . . . .

(3) As the employee’s income rises due to higher pay in a
regular job, the cost to the Government decreases. $1.50-per-hour
employment by the Government costs the taxpayer $48 for a
32-hour week; working 40 hours for a private employer' at the
same $1.50 hourly rate gives the employee a $33 boost in income
while cutting the cost to the Government by $27. Moving to an
unsubsidized job at $2.00 per hour increases the employee’s income
another $7 while saving the Government about $13 more.

(4) The less the employee works, the less he gets. No matter

what the type of employment, the employee who works half-time
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gets half of what he would get if he works full time; he gets
no Federal benefit if he fails to work at all.

(5) The value of working is increased rather than decreased.
Working 32 hours for the Government is worth $1.50 per hour;
when a private employer pays $1.50, the value of working to the
employee is $2.02 per hour; and working at $2.00 per hour is
worth $2.20 per hour to the employee. This will assure that any
participant in private employment will receive more than $2.00
an hour. Under the House bill, by way of contrast, the value of
working is decreased rather than increased, since the family would
be eligible for welfare benefits if the family head does nothing.

Actual value of 40 hours
of employment under—

House Bill Committee
bill

Wage paid by employer (cents) i
$1.50. ... . 73 $2.02
$2.00. . ... 190 2.20

1$1.23 for a family of 2; $1.04 for a family of 3.

(6) Earnings from other employment do not decrease the wages
received for hours worked. TEIIS an individual able to work in
private employment part of the time increases his income and
saves the Government money. Virtually no policing mechanism
is necessary to check up on his income from work.



89

TABLE 5.—WORK INCENTIVES UNDER THE
COMMITTEE BILL

Employed by—

Govern- Private Private
mentat  employer employer
$1.50 per at$1.50 at $2.00

hour  per hour per hour
40 hours worked (32 hours if Govern-
ment employment):
Wages paid by—
mployer.............................. $60.00 $80.00
Government......... ... .. .. $48.00 15.00 ..........
Special 10-percent payment.............. 6.00 8.00
Total Government payment... 48.00 21.00 8.00
Total income.................. 48.00 81.00 88.00
20 hours worked: (16 hours if Govern-
ment employment):
Wages paid by—
Employer.............................. 30.00 40.00
Government................. 24.00 750 ..........
Special 10-percent payment.............. 3.00 4.00
Total Government payment... 24,00 10.50 4.00
Total income.................. 24.00 40.50 44,00
Nohoursworked..................... 0 0 0
Hourly value of working............ 1.50 2.02 2.20

Work DisiNncenTives UNDER PreEseNT LAaw anp House Binu

By way of contrast, under present law a mother who is eligible
for welfare is gnaranteed a certain monthly income (at a level set by
the State) if she has no other source of income; if she begins to work,
her welfare payment is reduced. Specifically, in addition to an allow-
ance for work expenses, her welfare payment is reduced $2 for each
$3 earned in excess of $30 a month. Generally, then, f_or each dollar
earned and reported to the welfare agency, the family’s income is
increased by 33 cents. .

The House bill uses the same basic approach as present law_but
substitutes a flat $60 exemption plus one-third of adghtmnal earnings
for the present $30 plus work expenses plus one-third of additional
earnings. The disincentive effects of this are clearly illustrated in
the following examples of the effect of the House bill on the head

of a family of 4 asshown in table 6:
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(1) The less the individual works, the more the Government
pays. For example, an individual working at $2.00 per hour for
90 hours receives $26.60 more in welfare than an individual work-
ing 40 hours a week at that wage; if he does not work at all, his
government benefit goes up by $44.10. .

(2) An individual cuttln% back on his work effort decreases his
income by a relatively smaller amount, or, said another way, the
value of work is substantially lower under the House bill than
under the committee bill. The total income of an individual work-
ing at $2.00 per hour for 20 hours under the House bill is only
about $13 less than his total income if he works full time at that
wage. An individual who works not at all receives only $36 less
than the $82 received by an individual working 40 hours at $2.00
an hour.

(3) The value of working is decreased rather than increased.
Since the family is eligible for $46.20 in welfare for doing nothing,
the $29.20 in additional family income for 40 hours of work at
$1.50 per hour amounts to a value of only 73¢ an hour for working
Working 40 hours a week at $2.00 per hour is worth only 90¢
per hour to the employee.

(4) Earnings from any employment (as well as child support
payments), if reported, reduce the benefits received by the family.

TABLE 6.—WORK DISINCENTIVES UNDER THE HOUSE BILL:
INCOME FOR FAMILY OF 4

Employed by—

e Prlivate Prlivate
2t B1.50 52,00
per hour per hour

40 hours worked:
Wages............................. $60.00 $80.00
Welfare........................... 15.40 2.10
Total income.................... 75.40 82.10

20 hv?/urs worked:
ageS.... ..., 30.00 40.00
Welfare.................. ... ... 35.40 28.70
Total income................ ... 65.40 68.70

No hours worked:
ages.................. i, 0 0
Welfare.................. ... 46.20 46.20
Total income.................. .. 46.20 46.20

Hourly value of working 40 hours. .. .. .73 .90




91

ELIGIBILITY T0o PARTICIPATE

Except as noted below, eligibility to ici i
y to participate in the employment
Program would be open to a%} family heads vgho are U.S. ciI!):izZns or
aliens lawfully admitted for permanent residence with a child under
age 18 (or under age 21 and attending school full time). Participation
would be_gurely voluntary. Mothers with children under age 6 who
were eligible for welfare would also be eligible to participate in the
employment program if they so chose.

ParticieaTioN 1IN WorE Procram

Only one member of a family would be eligible to participate in
the work program, the head of the household. This would be deemed
to be the father unless he was dead, absent, or incapacitated, in which
case it would be deemed to be the mother.

A head of a household would not be permitted to participate in the
emp}}oyment program as a $1.50-per-hour Government employee if he
or she:

(1) is a substantially full time student;

(2) is a a striker, but this disqualification would not apply to
any employee who is (1) not participating or directly interested in
the labor dispute and (2) does not belong to a group of workers
any of whom are participating in or financing or directly inter-
ested in the dispute. The disqualification also would not apply
to employees of suppliers or other related businesses which are
forced to shut down or lay-off work because of a labor dispute in
which they are not directly involved. This disqualification,
adapted from the unemployment insurance laws, is designed to
prevent the government financing one side of a labor-manage-
ment dispute. .

(3) is receiving unemployment compensation ; . .

(4) is a single person or is a member of a couple with no child
under 18 (or under age 21 and attending school full time); or

(5) has left employment without good cause or been discharged
for cause or misconduct during the prior 60 days. The Work
Administration would be authorized to extend the disqualifi-
cation to as much as six months for individuals who are dis-
charged because of malicious misconduct or for the commission
of a crime against their employer.

ition:

i add((i) a family would be ineligible if it has unearned income in
excess of $250 monthly or if total family income exceeds $5,600 an-
lly; and
nuz).7 )y;f an individual is able to find regular employment on a
part-time basis, he or she will be assured an opportunity for suffi-
cient additional employment as a Government employee to re-
sult in a combined total of 40 hours yvork_ per week. If an individ-
ual working substantially full time in private employment wishes
to work up to 20 hours in addition for the Government, the local
office of the Work Administration (if it has work available) may
provide him or her such an employment opportunity. Similarly,
an individual working full time for the Government under the
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employment program could work an additional 20 hours with no
reduction in the number of hours of Government employment he

or she is provided.

Kinos oF EMPLOYMENT

Three kinds of employment are provided : o
1. Regular employment in the private sector or in jobs in pub-

lic or nonprofit private agencies;

2. Private or public employment with the employee’s wages sup-

plemented ; and

3. Newly developed jobs, with the Federal Government bear-

ing the full cost of the salary.

PracEMENT IN REcULaAR EMPLOYMENT

Some participants with little or no preparation could be placed im-
mediately in regular employment involving no Government subsidy.
These jobs would all pay at least $2.00 per hour.

Pueric or Private EmMPLoYMENT WiTH WAGE SUPPLEMENTS

In this category would be jobs not covered by the Federal mini-
mum wage law, in which the employer paid less than $2.00 fper hour

but at least $1.50 per hour. No supplement would be paid i

the em-

ployer reduced pay for the job because of the supplement. Thus no jobs
presently paying the minimum wage would be downgraded under the
committee bill, and the minimum wage itself would not be affected.
Rather, the supplement relates solely to those jobs not covered today
under the minimum wage law. Some of these inciude :

Small retail stores:
Sales clerk
Cashier
Cleanup man

Small service establishments :
Beautician assistant
Waiter
Waitress
Busboy
Cashier
Cook
Porter
Chambermaid
Counterman

Domestic service :
Gardener
Handyman
Cook
Household aide
Child attendant
Attendant for aged or dis-
abled person

Outside salesmen in any industry.

Public sector:

Recreation aide

Swimming pool attendant
Park service worker
Environmental control aide
Ecology aide

Sanitation aide

Library assistant

Police aide

Fire department assistant
Social welfare service aide
Family planning aide
Child care assistant
Consumer protection aide
Caretaker

Home for the aged employee

Agricultural labor:

Jobs picking, grading, sort-
Ing, and grading crops;
spraying, fertilizing, and
other preparatory work;
milking cows; caring for
livestock
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For these jobs, the Federal Government would make a payment
to any employee who is the head of a household equal to three quarters
of the difference between what the employer pays him and $2.00 per
hour, for up to 40 hours a week. Thus if an employer paid $1.50 an
hour the Federal supplement would amount to 38 cents an hour (three-
quarters of the 50-cent difference between $1.50 and $2.00). This wage
sugplgrpent would be administered by the local office of the Work
Administration.

GUARANTEED EMPLOYMENT

For persons who could not be placed in public or private employ-
ment (with or without a wage supplement), jobs would be created
which would pay at the rate of $1.50 per hour. An individual could
work up to 32 hours a week (an annual rate of about $2,400), and
would be paid on the basis of hours worked just as in any other job.
There would be no pay for hours not worked.

However, a woman with school-age children would not be required
to be away from home during hours that the children are not in school
(unless child care is provided), although she may be asked, in order to
earn her wage, to provide after-school care to children other than her
own during these hours.

Participants would not be considered Federal employees, nor would
they be covered by social security, unemployment compensation or
workmen’s compensation. The 10 percent special work-bonus would
not apply to their salary.

For these individuals who cannot be placed immediately in regular
employment at a rate of pay at least equal to the minimum wage, or
in employment with a wage supplement, the major emphasis would be
on having them perform useful work which can contribute to the better-
ment of the community. A large number of such activities are currently
going undone because of the %:ck of individuals or funds to do them.
With a large body of participants for whom useful work will have to
be arranged, many of these community improvement activities could
now be done. At the same time, safeguards are provided so that the
program meets the goal of opening up new job opportunities and does
not simply replace existing employees, whether in the public or private
sector.

Any job in the regular economy paying $1.50 per hour or more, even
a part-time job, would yield a greater income than $1.50 per-hour
Government employment and it is anticipated that this will serve as
an incentive for participants to seek regular employment. In addition,
the cost to the Government would be substantially less for an indi-

vidual in regular employment.
Work Boxus ror Low-INcoMeE WORKERs

Low-income workers in regular employment who head families
would be eligible for a work bonus equal to 10 percent of their wages
taxed under the social security (or railroad retirement) program, if
the total income of the husband and wife is $4,000 or less. For fam-
ilies where the husband’s and wife’s total income exceeds $4,000, the
work bonus would be equal to $400 minus one-quarter of the amount
by which this income exceeds $4,000. Thus there would be no work
bonus once total income reached $5,600 ($5,600 exceeds $4,000 by
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$1,600; one-quarter of $1,600 is $400, which subtracted from $400 equals
Zero).

The size of the work bonus is shown on the table below for selected
examples:

Annual income of husband and wife (assuming Work

it is all taxed under social security) bonus
$2,000. .. .o $200
000 . . 300
4000, .. .. e 400
5,000, .. . 150
5,600, ...

The plan incorporates the features of (1) not varying benefits by
family size, but only by income, providing no economic incentive for
having additional children; and (2) having a gradual phaseout of
the amount of the payment as income rises above $4,000 so as not to
create a work disincentive.

There are certain types of work which are covered under social se-
curity but only when the amount of wages earned from a single em-
ployer exceeds $50 in a quarter. This limitation applies to the employ-
ment of domestics, yardmen and other similar non-business employees.
Such employees, if they are the heads of a family, would get the work
bonus with respect to all of their wages including those not covered by
social security because of the $50 quarterly limitation. In order to qual-
ify for the work bonus on these wages, however, the individual would
have to arrange to perform the work as an employee of the Work Ad-
ministration which would pay him the prevailing wage for the job and
bill the private employer for the wages and other costs associated
with making his services available. If the employment would ordi-
narily be covered by social security, then it will be covered under
social security when arranged on this basis by the Work Administra-
tion. If the employment is not covered by social security, then the em-
ployer will not have to pay social security taxes. In either case, the
Work Administration will have a record of all such wages which would
have been subject to social security taxes on which the payment of the
work bonus may be based.

The 10 percent work bonus would be administered by the Internal
Revenue Service.

TRANSPORTATION ABSISTANCE

In reucltl)gnition of the fact that a major reason for low-skilled jobs
oing lled in metropolitan areas 1s the difficulty an individual

aces getting to the potential job, the Work Administration would
be authorized to arrange for transportation assistance where this is
necessary to place its emgloyees in regular jobs. For example, the
Work Admimstration might determine the upper limit of transporta-
tion time to get to a job—say, 45 minutes or one hour, depending on
the average commuting time in the area. If the individual can get to
the job within that amount of time through ordinary public transpor-
tation or other arrangements, then he would be expected to do so. If
this could not be done, however, then the Work Administration would
be authorized to provide transportation directly to employees who



95

could be placed in regular jobs in order to cut the transportation time
down to the standard. The Work Administration could only do this
where it was necessary in order to increase employment opportunities.
In any case, the cost would ordinarily not be borne by tge Govern-
ment—the employee would pay the Work Administration, and per-
haps be reimbursed by the employer if this is customary in the area for
the 'tyr.e of job involved. The Work Administration would have the
flexibility to absorb some of the costs involved in unusual circum-
stances.
INsTITUTIONAL TRAINING

Participants in the employment program would be eligible to volun-
teer for training to improve their skills under the training program
administered by the Work Administration. The individual would be
accepted for enrollment to the extent funds are available and only if
the individual is determined to be:

1. Capable of completing training; and
2. Able to become independent through employment at the end
of the training and as a result of the training.

Employees under the employment program who wished to partici-
pate in training would be strongly motivated, for they would be paid
only $1.25 rather than $1.50 for each hour of training. Following the
successful completion of training (which could not exceed 1 year in
duration), the trainee would receive a lump-sum bonus for having
completed training equal to 10 percent of the total training stipends
which he received while he was in training.

SERVICES

Since the purpose of the proposal is to improve the quality of life
for children and their families, any member of a family whose head
participates in the work program could be provided services to
strengthen family life or reduce dependency, to the extent funds are
available to pay for the services. Open-ended funding would be pro-
vided for. family planning and child care services (the latter for
families with no preschool-age children). The agency administering
the employment program would refer family members to other
agencies in arranging for the provision of social and other services
which they do not provide directly. For example, a disabled family
member might be referred to the vocational rehabilitation agency, or
u 16-year-old out-of-school youth might be referred to an appropriate
work or training program, even though the cost of the services them-
selves would not be borne by the employment program.

Former participants in the work program would have access to
free family planning services and to child care on a wholly or partly
subsidized basis, depending on family income. Other services needed to
continue in employment, including minor medical needs, could be
provided by the agency administering the program.

STATE SUPPLEMENTATION

In order to prevent the State welfare program from undermining
the objectives of the Federal employment program the State woul



96

have to assume that individuals eligible for the State supplement who
are also eligible to participate in the employment program are actually
participating full time and thus receiving $200 per month. A similar
rule would apply to mothers with children under age 6 who volunteer.

Furthermore, the State would be required to disregard any earnings
between $200 s month and $375 a month (the amount an employee
would earn working 40 hours a week at $2.00 per hour) to ensure
that the incentive system of the alternative plan is preserved. These
earnings disregards would be a flat requirement ; States would not be
required to take into account work expenses. The effect of .this
requirement would be to give a participant in the work program a
strong incentive to work full time (since earnings of $200 lell be
attributed to him in any case), and it would not interfere with the
strong incentives he would have to seek regular employment rather
than working for the Government at $1.50 per hour.

Foop Stames

Individuals participating in the employment program would not be
eligible to participate in the food stamp program. However, States
would be reimbursed the full cost of adjusting any supplementary
benefits they might decide to give to participants so as to make up for
the loss of food stamp eligibility. In order to avoid having States pro-
vide assistance to an entirely new category of recipient not now eli-
gible for federally-shared Aid to Fami%ies with Dependent Children,
the committee provided that the Work Administration would pay
families headed by an able-bodied father the amount equal to the value
of food stamps (but only to the extent that the State provides cash
instead of food stamps for families which are now in the Aid to Fam-
ilies with Dependent Children category).

CHiLbreN OF MorHERS REFUSING T0 PARTICIPATE IN THE EMPLOYMENT
PrograyM

Under the employment program, mothers in families with no chil-
dren under age six would generally be ineligible to receive their basic
income from the Aid to Families with Dependent Children program.
It is possible that a few mothers will ignore the welfare of their chil-
dren and refuse to take advantage of the employment opportunity. To
prevent the children from suffering because of such neglect, the Work
Administration would be authorized to make payment to the family
for up to one month if the mother is provided counseling and other
services aimed at persuading her to participate in the employment
program. Following this, the mother would either have to be found to
be incapacitated under the Federal definition (that is, unable to en-
gage in substantial gainful employment), with mandatory referral to
vocational rehabilitation agency ; or, if she is not found to be incapaci-
tated, the State could arrange for protective payments to a third party
to ensure that the needs of the children are provided for.

ApMINISTRATION OF THE EMPLOYMENT PROGRAM

The employment program would be administered by a newly created
Work Administration headed by a 3-man board appointed by the Pres-
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ident with the advice and consent of the Senate. The actual operations
of the program would be carried out by local offices of the Work
Administration.

The local office would hire individuals (mostly participants or
former participants), develop employability plans for participants,
attempt to expand job opportunities in the community, arrange for
supportive services needed for persons to participate (utilizing the
Work Administration’s Bureau of Child Care to arrange for child
care services), and operate programs utilizing participants which
are designed to improve the quality of life for the children of par-
ticipants in the employment program. ’

EmpLoYMENT ProcraM 1IN Purerto Rico

Certain modifications relating to the employment program in Puerto
Rico were made. These modifications are necessary because of the fact
that Puerto Rico has a different minimum wage structure than the rest
of the United States, has substantially lower per capita income, and
has a high rate of unemployment. Under the committee bill the wages
paid to Government employees would be equal to three-quarters of the
lowest minimum wage applicable to a significant percentage of the
population. This would result in a lower wage for Government em-
ployees than in the rest of the United States, but it would be signifi-
cantly higher than current welfare payments in Puerto Rico. The wage
supplement program for persons in regular employment at less than
the minimum wage would not be applicable to Puerto Rico, but the 10
percent work bonus for low-income earners in jobs covered by social
security would apply.

Tax Creprr To DeveLop Joes IN THE PRIVATE SECTOR

The provision of the present tax law under which an .exp]iloyer
hiring a participant in'the Work Incentive Program is eligible for
a tax credit equal to 20 percent of the employee’s wages during the
first 12 months of employment, with a recapture of the credit if the
employer does not retain the em}lﬂoyee for at least one additional year
(unless the employee voluntarily leaves or is terminated for good
cause), will be continued under the new guaranteed employment
program. . . .

Because the guaranteed JOb opportunity program, unlike the Work
}ncentive Program, would be open to the head of any family with
children, the following limitations would be added to the pro-
visions of the tax credit to ensure that the credit meets the primary aim
of expanding employment opportunities for participants in the com-

ittee’s work program:
mittes .‘f.w’lqhe Erec%i?: would apply only with respect to individuals who

have been participating in the guaranteed job program for at least
h .

on;. n’II?}I:et credit would not be applicable with respect to more than

15 percent of all employes of the employer in any one year ( though

the employer would always be permitted to take the credit for at

Jeast one employee) ;
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3. The credit would not be available with respect to an em-
ployee who replaces an employee who was discharged without
good cause; and .

4. The credit could not exceed $800 in the case of any one em-
ployee (20 percent of $4,000, approximately the amount of annual
earnings at $2 an hour). . .

In order to create additional employment opportunities for partici-
pants in the guaranteed job program, the committee bill would extend
the credit to private employers hiring participants in addition to
businesses. A private employer taking the credit would not be eligible
at the same time for the income tax child care or household expense
deduction.

EFrFECTIVE DATES

The effective date for the basic job opportunity program is January
1974. As of that date, families which include an employable adult
(including a mother with no child under age 6) will no longer be eli-
gible for welfare as their basic income. If unable to find a regular job,
however, the family head will be assured of Government employment
paying $1.50 an hour for 32 hours weekly, producing $2,400 of income
annually, the same amount which would have been payable to a family
of 4 under the House-passed family assistance plan.

The 10 percent work bonus and the wage supplement payment would
become payable even before the full guaranteed employment program
is operative. Specifically, the work bonus which will be paid quarterly
to low-income workers will become effective starting in January 1973.
The wage supplement for family heads in regular jobs not covered
under the minimum wage law ang paying less t%:n $2.00 per hour will
be effective July 1978, utilizing the services of the local employment
service offices to make the payments until the Work Administration
mechanism is functioning.



F. General Provisions, Child Welfare Services, and
Other Provisions

1. GENERAL PROVISIONS
Quarrry or Work PErrorMED BY WELFARE PERSONNEL

In an effort to try to upgrade the quality of work performed by
welfare personnel, the committee bill directs the Secretary of the
Department of Health, Education, and Welfare to study and report to
the Congress by January 1, 1974, on ways of enhancing the quality of
welfare work, whether Ky fixing standards of performance or other-
wise. In making this study, the Secretary could draw on the knowl-
edge and expertise of persons talented in the field of welfare adminis-
tration, including those having direct contact with recipients. He
should also benefit from suggestions made by recipients themselves as
to how the level of performance in the administration of the welfare
system might be improved, with a view toward ending the wide varia-
tions in employee conduct which characterize today’s system, and
moderating the extremes to which some social workers go in perform-
ing their duties.

OrrENSEs BY WELFARE EMPLOYEES

Under present Federal law there is no provision particularly di-
rected to the question of employee conduct in the administration of the
welfare program. On the other hand, the Internal Revenue Code
(Sec. 7214) contains a list of offenses the commission of any of which,
by a tax employee, would bring into effect discharge from employment
and penalties of (a) fines not to exceed $10,000, or (b) imprisonment
for not more than five years, or both. The provision in the Internal
Revenue Code also authorizes a court to award out of any fines im-
posed an amount up to one-half of the fine to be paid to the informer
whose information resulted in the detection of the criminal offense.
This law has contributed to the high quality of performance of Inter-
nal Revenue employees and has been u factor in assuring relatively
uniform standards of conduct.

Under the committee bill similar rules would apply under the wel-
fare laws that could relate to an upgrading of the quality of perform-
ance by welfare workers in general and serve as the basis for standards
of conduct which hopefully might narrow the wide variations in em-
ployee conduct which exist today. o - )

Sypeciﬁcally, under the committee bill it would be a crime punish-
able by a fine of up to $10,000 or imprisonment of up to 5 years, or
both, 1n the case of a welfare employee who is found guilty of:

1) extortion or willful oppression under color of law; or
(2; knowingly allowing the disbursement of greater sums than
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are authorized by law, or receiving any fee, compensation, or
reward, except as prescribed, for the performance of any duty; or

(8) failing to perform ang of the duties of his office or employ-
ment with intent to defeat the application of any provision of the
welfare statute; or . .

(4) conspiring or colluding with any other person to defraud
the United States or any local, county or State government; or

(5) knowingly making opportunity for any person to defraud
the United States; or Lo

(6) doing or omitting to do any act with intent to enable any
other person to defraud the United States or any local, county
or State government ; or .

(7) making or signing any fraudulent entry in any book, or
making or signing any application, form or statement, knowing
it to be fraudulent ; or L.

(8) having knowledge or information of the violation of any
provision of the welfare statute which constitutes fraud against
the welfare system, and failing to report such knowledge or infor-
mation to the appropriate official ; or ] .

(9) demanding, or accepting, or attempting to collect, directly
or indirectly as payment or gift, or otherwise, any sum of money
or other thing of value for the compromise, adjustment, or settle-
ment of any charge or complaint for any violation or alleged
violation of law, except as expressly authorized by law.

In addition to these penalties the employee involved shall be dis-
missed from office or discharged from employment.

Livmitine HEW RecuraTory AUTHORITY IN WELFARE PROGRAMS

The Social Security Act permits the Secretary of Health, Education,
and Welfare to “Make and publish such rules and regulations, not
inconsistent with this Act, as may be necessary to the efficient adminis-
tration of the functions” with which he is charged under the Act.
Similar authority is provided under each of the welfare programs.
Particularly since January, 1969, regulations have been issued under
this general authority with little basis in law and which sometimes
have run directly counter to legislative history. Many States have at-
tributed at least a part of the growth of the welfare caseload in recent
years to these regulations of the Department of HEW.

A number of committee decisions deal with problems raised by
specific HEW regulations. In addition, the committee agreed to
modify the statutory language quoted above by limiting the Secre-
tary’s regulatory authority under the welfare programs so that he
may issue regulations only, with respect to specific provisions of the
Act and even in these cases the regulations may not be inconsistent
with these provisions.

DemonsTrRATION Prosects To Repuce DEPENDENCY ON WELFARE

The Social Security Act currently authorizes appropriations for
research and demonstration projects in the area of public assistance
and social services. The authority has been used to fund several guar-
anteed minimum income experiments and also a large number of
projects related to providing social services to welfare recipients. The
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committee agreed to place emphasis on those programs helping per-
sons to become economically independent by requiring that one-half
of the funds spent under these two sections be spent on projects relat-
ing to the prevention and reduction of dependency on welfare, rather
than welfare expansion.

2. CHILD WELFARE SERVICES

GraNTs TO STATES FOR CHILD WELFARE SERvVICES (INCLUDING FosTER
CARE AND ADOPTIONS)

The committee adopted an amendment increasing the annual au-
thorization for Federal grants to the States for child welfare services
to $200 million in fiscal year 1973, rising to $270 million in 1977 and
thereafter. For fiscal year 1973, this is $154 million more than the $46
million which has been appropriated every year since 1967. The com-
mittee anticipates that a substantial part of any increased appropria-
tion under this higher authorization will go towards meeting the costs
of providing foster care which now represents the largest single item
of child welfare expenditure on the county level. The committee, how-
ever, avoided earmarking amounts specifically for foster care so that
wherever possible the State and counties could use the additional funds
to expand preventive child welfare services with the aim of Felping
families stay together and thus avoiding the need for foster care. The
additional funds can also be used for adoption services, including
action to increase adoptions of hard-to-place children.

NATIONAL ADOPTION INFORMATION EXCHANGE SYsTEM

The committee bill would authorize $1 million for the first fiscal
year and such sums as may be necessary for succeeding fiscal years for
a Federal program to help find adoptive homes for hard-to-place chil-
dren. The amendment would authorize the Secretary of Health, Edu-
cation, and Welfare to “provide information, utilizing computers and
modern data processing methods, through a national adeption infor-
mation exchange system, to assist in the dplacement, of children await-
ing adoption and in the location of children for persons who wish to
adopt children, including cooperative efforts with anle7 similar pro-
grams operated by or within foreign countries, and such other related
activities as woulcf further or facilitate adoption.”

3. OTHER PROVISIONS
EvaLUATION OF ProcraMs UNDER THE SociaL SECURITY AcT

The committee bill assigns to the General Accounting Office the
basic role of evaluating programs under the Social Security Act. In
addition, the amendment would not permit any Federal agency to
enter into a contract to evaluate any program ungle; the Social Se-
curity Act (if an expenditure of more than $25,000 is involved) unless
the Comptroller General approves the study in advance. His approval
would be conditioned on his determination that :

(a) The conduct of such study or evaluation of such program

is justified ;
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(b) The department or agency cannot effectively conduct the
study or evaluation through utilization of regular full-time em-
ployees; and .

(c) The study or evaluation will not be duplicative of any study
or evaluation which is being conducted, or will be conducted with-
in the next twelve months, by the General Accounting Office.

Use oF FeperarL Funos To UNpermiNe FepeEraL PROGRAMS

Another amendment approved by the committee would prohibit
the use of Federal funds to pay, directly or indirectly, the compensa-
tion or expenses of any individual who in any way participates in
action relating to litigation which is designed to nullify Congressional
statutes or policy under the Social Security Act. This prohibition may,
however, be waived by the Attorney General 60 days after he has
provided the Committee on Finance and the Committee on Ways and
Means with notice of his intent to waive the prohibition. This will allow
the committees time to take legislative action if appropriate. This
amendment is similar to one approved by the committee in 1970 as
part of the Social Security-Welfare bill of that year—a bill which was
not finally enacted.

APPOINTMENT AND CONFIRMATION OF ADMINISTRATOR OF SOCIAL
AND REHABILITATION SERVICES

The Social and Rehabilitation Service was established in 1967 by a
reorganization within the Department of Health, Education, and Wel-
fare. Its responsibilities at present are broad, encompassing the fed-
erally aided welfare programs, medicaid, and programs in the areas
of vocational rehabilitation, aging, and juvenile delinquency. The sums
involved are huge; the bulk of the $14-billion 1972 budget for the
agency is spent on the public assistance and medicaid programs. The
committee agreed to upgrade the stature of the Administrator of the
Social and Rehabilitation Service by having the President select him
and by having him confirmed by the Senate as his colleagues with
equivalent positions in the Department (the Commissioner of Social
Security, the Commissioner of Education, and the Surgeon General)
now are.



G. Child Care

At the present time, the lack of availability of adequate child care
today represents perhaps the greatest single obstacle in the efforts of
poor families, especially those headed by a mother, to work their way
out of poverty. It also represents a hindrance to those mothers in
families above the poverty line who wish to seek employment for their
otv;n self-fulfillment or for the improvement of their family’s economic
status.

The Committee on Finance has long been involved in issues relating
to child care. The committee has been dealing with child care as a seg-
ment of the child welfare program under the Social Security Act since
the original enactment of the legislation in 1985. Over the years, au-
thorizations for child welfare funds were increased in legislation acted
on by the committee.

As part of its continuing concern for the welfare of families with
children who are in need, and in order to provide for the expansion
of child care required to enable the new employment program to meet
its goal of making present AFDC recipients independent, the commit-
tee is proposing a new approach to the problem of expanding the
supply of child care services and improving the quality of these serv-
ices. The committee bill thus establishes within the new Work Adminis-
tration a Bureau of Child Care with the eventual goal of making child
care services available throughout the Nation to the extent they are
needed, but are not supplied under other programs.

Bureav oF Cuip Care

The Bureau of Child Care would have as its first priority mak-
ing available child care services to participants in the employment
program. Next in order of priority would be the provisions of child
care to low-income working mothers and to other mothers desiring
child care services. .

Where child development services are available under any other
legislation approved by the Congress, the Bureau would attempt to
place children in those services. .

To the maximum extent possible, the Bureau would attempt to uti-
lize mothers participating in the employment program in providing
child care services. . . .

Initially, the Bureau would train persons to provide family day care
and would contract with existing public, private non-profit, and pro-
prietary facilities to serve as child care providers. To expand services,
the Bureau would also give technical assistance and advice to organiza-
tions interested in establishing facilities under contract with the Bu-
reau. In addition, the Bureau could provide child care services in its

ilities.
owa‘lefia;al child care standards are specified in the amendment to as-
sure that adequate space. staff and health requirements are met. In
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addition, facilities used by the Bureau will have to meet the Life
Safety Code of the National Fire Protection Association. Any facility
in which child care is provided by the Bureau, either directly or by
contract, will have to meet the Federal standards, but will not be
subject to any licensing or other requirements imposed by States or
localities. This provision will make it possible for many groups and
organizations to establish child care facilities under contract with the
Bureau where they cannot now do so because of overly rigid State
and local requirements.

Subsidization of child care for low-income working mothers will
depend on the availability of appropriations. Mothers able to pay will
be charged the full cost of services.

In addition to appropriations to subsidize child care costs for low-
income working mothers, fees would be charged for services provided
or arranged for by the Bureau. They would be set at a level which
would cover the unsubsidized costs of arranging for child care. The
fees would go into the revolving fund to provide capital for further
expansion of services.

The child care amendment also includes provision to authorize the
Bureau to issue bonds for construction if, after the first two years of
operation, the Bureau feels that additional funds for capital con-
struction of child care facilities are needed. Up to $50 million in bonds
could be issued each year, with an overall Iimit of $250 million on
bonds outstanding.

AUTHORIZATION

The committee agreed to authorize $800 million in fiscal year 1973
(and such sums as the Congress might appropriate thereafter) to ar-
range for and to pay for part or all of the cost of child care for the
children of participants in the employment program and to other low
income workinf mothers. (The House bill would provide $750 million
for substantially the same purposes.)

GraNTs TOo STATES FOR EsTABLISHMENT OF MoDEL DAY CARE

The committee expects that much of the child care offered by the
Bureau of Child Care will be similar to that provided by mothers in
their own home, since experience has shown that most working mothers
prefer family day care because of its convenience and its informality.
However, the committee has also provided a 3-year program of grants
to States to permit them to develop model child care. Appropriations
would be authorized to permit each State in fiscal years 1973, 1974 and
1975 to receive a grant of up to $400,000 per year to pay all or part of
the cost of model care, whether through the establishment of one child
care center or a child care system. Special emphasis would be placed
o}r:_llatlllzmg the model child care for training persons in the field of
child care.



H. Aid to Families With Dependent Children
‘WELFARE A8 A STATUTORY RiGHT

A number of court cases in recent years have been based on the view
that welfare is a property right rather than a gratuity provided for
under a statute. The committee agreed to make clear in the statute
that welfare is a statutory right granted under law which can be ex-
tended, restricted, altered, amended or repealed by law. It is distinct
from a property right or any right considered inviolate under the
Constitution.

Usk or SocraL SEcuriTy NUMBERs AND OTHER MEANS OF
IDENTIFICATION

The committee bill would require the use of social security numbers
in the administration of assistance programs. States would use social
security numbers for case file identification, for cross-checking pur-
poses and as an aid in the compilation of statistical data with respect
to the welfare programs. In addition, States would be authorized to
use photographs and such other means of identification as they desire
in administering the welfare programs, as well as setting penalties for
misuse of these means of identification.

SEPARATION OF SERVICES AND ELIGIBILITY DETERMINATION

An example of HEW efforts at legislation through regulation in-
volves the separation of social services from the welfare payment proc-
ess. On June 2, 1972, the Department of HEW issued a regulation
requiring States to have completely separate administrative units
handling the provision of social services and handling the determina-
tion of eligibility for welfare. The issuing of this regulaton was justi-
fied on the grounds that the Family Assistance Plan in the House-
passed bill would soon be enacted and it would require a separation of
the State-administered services program from the Federal welfare
payment programs. Under the committee bill States would not be re-
quired to separate the provision of social services from the determina-

tion of eligibility for welfare.

FornisaIiNG MaNvaLs aNp OtHER Poricy Issvances

Regulations issued by the Department of Health, Education, and
Welfare in October, 1970, require States to make available current
copies of program manuals and other policy issuances without charge
to public or university libraries, the local or district offices of the Bu-
reau of Indian Affairs, and welfare or legal services offices or orga-
nizations. The material may also be made available, with or without
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charge, to other groups and to individuals. The committee approved
an amendment under which States would be permitted to be reim-
bursed for the cost (but no more than the cost) of making this infor-
mation available.

Persons Ericsre For AIp To Famrinies Wit DepeNDENT CHILDREN

The committee bill, when the Guaranteed Employment program
goes into effect on January 1, 1974, will require that States:
1. Make eligible for AFDC only the following classes of
families : .
a. Family headed by mother with child under age 6; .
b. Family headed by incapacitated father where mother is
not in the home or is caring for father; .
¢. Family headed by mother who is ill, incapacitated, or of
advanced age;
d. Families headed by mother too remote from an employ-
ment program to be able to participate; .
e. I‘I::tmily headed by mother attending school fulltime
even if there is no child under 6; and o
£. Child living with neither parent, together with his care-
taker relative(s), providing his mother 1s not also receiving
welfare ; and
2. Do not reduce payment levels to AFDC recipients below
$1,600 for a two-member family, $2,000 for a three-member family
and $2,400 for a family of four or more; or, if payment levels are
already below these amounts, they could not be reduced at all.
This requirement is not intended to act as a limitation on the right
of a State to make other persons eligible at its own expense for bene-
fits under its AFDC program. Indeed, in many States with benefit
levels higher than those provided under the guaranteed employment
program, AFDC-type families participating in the work program
would receive supplemental payments under the State program suffi-
cient to bring their incomes up to the payment standards generally ap-
plicable in the State. Specifically, the families not required to be cov-
ered by the State program (although it can be anticipated that many
States will continue to supplement them) are families headed by an
able-bodied male and families headed by an able-bodied female if all
her children have reached age 6.

DerFinTion oF “Incapaciry” Unper Am 1o Famiries Witk
DepPENDENT CHILDREN

Under present law the Federal Government will match payments
to families where the father is incapacitated. The definition of “in-
capacitated” is left up to the States. Under the committee bill the
term “incapacitated” would be defined as “inability to engage in any
substantial gainful activity by reason of any medically determinable
physical or mental impairment.” This is the same definition as is used
1n determining dlsabi111:¥1 under the social security disability insurance
program, except that the definition suggested would also apply to
short term, temporary disability while social security benefits are
available only to persons whose disability will last at least 12 months.

b
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DuraTion oF REsmENCY

The committee agreed to require States to establish a three-month
duration of residence requirement in order to be eligible for welfare.
If a welfare recipient in one State moves to another State, the State
of origin would continue making the welfare payments for three
months; however, no State would be required to make welfare pay-
ments more than 90 days after an individual has left the State.

The committee also agreed with the provision in the House-passed
version of H.R. 1 that would make an individual ineligible for wel-
fare payments during any month in which the person is outside the
United States the entire month; once an individual has been outside
the United States for at least 30 consecutive days, he must remain in
the United States for 30 consecutive days before he may again become
eligible for welfare.

In addition, to become eligible for welfare, an individual must be
a resident of the United States and either a citizen or alien lawfully
admitted for permanent residence or a person who is a resident under
color of law.

WEeLFARE PaYMENTs For RENT

Under existing law welfare payments are ordinarily made directly
to the recipients. Some States have indicated that they could effect sub-
stantial administrative savings if they were permitted to make a single
payment directly to public housing authorities of the rent portion of
welfare payments for recipients in public housing. The committee bill
would permit States to do this. It would also permit State welfare
agencies to make a vendor payment for rent directly to a landlord pro-
vided that (a) the welfare recipient has failed to make rent payments
(whether or not to the same landlord) for two consecutive months, and
(b) the landlord agrees to accept the amount actually allowed by the
State to the recipient for shelter as total payment for the rent. The
committee also agreed to repeal a welfare amendment in Public Law
92-213 which would require welfare agencies in some circumstances to
pay as a rental allowance more than the actual cost of rent.

ALCOHOLICS AND ADDICTS

The committee was concerned over the fact that many thousands of
recipients on welfare who have been determined to be alcoholics and
addicts are not being provided necessary rehabilitative care and
treatment. For explanation of committee amendments related to care
and treatment of these persons, see the end of the section on medicare

and medicaid provisions.
Siarine THE Cost oF ProsecuTiNG WELFARE FraUvD

Under present law, the Federal Government pays 50 percent of the
cost of administration of the welfare programs, as these costs are in-
curred by the State welfare agency. The committee bill extends an
amendment providing 50 percent Federal matching also for the cost
of State and local prosecuting attorney efforts to prosecute welfare

fraud.
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ReceNT DIsposaL oF AsseTs

Under present law, an individual with assets whose value exceeds
the welfare eligibility level in the State, may dispose of those assets
in order to qualify for assistance. .

The committee bill deals with this situation by providing that
anyone who has voluntarily assigned or transfered property to s
relative within one year prior to applying for public assistance and
who has received less than fair market value for the property, will be
ineligible for public assistance for a one year period commencing with
the date of transfer.

INELIGIBILITY OF STRIKERS

Until January 1, 1974, States would continue to be permitted to
make eligible for AFDC children whose fathers are unemployed.
However, a father would be disqualified if he were a striker. This
disqualification would not apply to any employee who is (1) not
participating or directly interested in the labor dispute and (2) does
not belong to a group of workers any of whom are participating in or
financing or directly interested in the dispute. The disqualification also
would not apply to employees of suppliers or other related businesses
which are forced to shut down or lay-off workers because of 2 labor dis-
pute in which they are not directly involved. This disqualification,
adapted from the unemployment insurance laws, is designed to prevent
the government financing one side of a labor-management dispute.

INELIGIBILITY OF UNBORN CHILDREN

Regulations of the Department of Health, Education, and Welfare
permit Aid to Families with Dependent Children payments for a
child who has not yet been born. The committee bill would make un-
born children ineligible for AFDC.

CurLbreNn LiviNeg 1¥ o Rerative's Home

Under the present law an AFDC mother with more than one
child can enable a relative to become eligible for welfare by lend-
ing the relative one of her children. The committee bill would per-
mit a State to deny welfare aid to the relative in such situation.

CooPERATION OF MoTHER IN IDENTIFYING THE FATHER AND SEEKING
Suprorr PAYMENTS

The committee bill would require, as a condition of eligibility, that
a mother cooperate in efforts to establish the paternity of a child born
out of wedlock, cooperate in seeking support payments from the
father, and assign the right to collect support payments on her behalf
to the Government.

The provisions related to child support and establishing paternity
are described in greater detail under the heading “Child Support.”



109

Famities Waere Turre Is a CoNTINUING PARENT-CHILD
ReLaTIONSHIP

The committee has approved a provision which would clarify con-
gressional intent with respect to the meaning of the term “parent”
under the AFDC program. In most cases, AFDC families are eligible
on the basis that the children in the family have been deprived of
parental support by reason of the continued absence from the home of
a parent. In 1968, the Supreme Court ruled that a State could not
consider a child ineligible for AFDC when there is a substitute father
with no legal obligation to support the child. This court decision was
based on an interpretation that Congress did not intend that such a
person would come within the meaning of the term “parent.” The
committee bill would allow States to deny welfare payments to a child
living in the same household as his stepfather. The bill would also
authorize States to determine whether a man is a “parent” on the basis
of a total evaluation of his relationship with the c¢hild and not solely on
the question of his obligation to support. The determination would
have to consider the following indications of the existence of a parental
relationship:

1[;1'The individual and the child are frequently seen together in
public;

2. The individual is the parent of a half-brother or half-sister of
the child;

3. The individual exercises parental control over the child;

4. The individual makes substantial gifts to the child or to mem-
bers of his family;

5. The individual claims the child as a dependent for income tax
purposes;

6. The individual arranges for the care of the child when his mother
is ill or absent from the home;

7. The individual assumes responsibility for the child when there
occurs in the child’s life a crisis such as illness or detention by public
authorities;

8. The individual is listed as the parent or guardian of the child
in school records which are designed to indicate the identity of the
parents or guardians of children; ) )

9. The individual makes frequent visits to the place of residence of
the child; and .

10. The individual gives or uses as his address the address of such
place of residence in ﬁealing with his employer, his creditors, postal
authorities, other public authorities, or others with whom he may have
dealings, relationships, or obligations. )

The relationship between an adult individual and a child would be
determined to exist in any case only after an evaluation of the factors
as well as any evidence which may refute any inference supported by
evidence related to such factors. . .

Under the committee bill, the use of this provision would be
optional with the States. If a State affirmatively exercised its op-
tion, however, it would have to comply with this method in determin-

ing the child-father relationship.
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Den1AL oF WELFARE For REFUsar To Arrow CasEworsEr IN HoMe

In 1969 a Federal District Court ruled on constitutional grounds
that a State could not terminate welfare payments to a recipient who
refused to allow a caseworker in her home. In 1971, the Supreme
Court reversed the lower court’s decision. The committee agreed to
codify the Supreme Court’s decision in the statute by amending the
Act to permit a State to require as a condition of eligibility for wel-
fare that a recipient allow a caseworker to visit the home at a reason-
able time and with reasonable advance notice.

DxecraratioN MeTHOD OF DETERMINING ELIGIBILITY

Generally speaking, the usual method of determining eligibility for
ublic assistance has involved the verification of information provided
y the applicant for assistance through a visit to the applicant’s home

and from other sources. For persons found eligible for assistance, re-
determination of eligibility is required at least annually, and similar
procedures are followed. .

The Department of Health, Education, and Welfare has required
States to use a simplified or “declaration method” for aid to aged, blind,
and disabled, and has strongly urged that this method be used in the
program of Aid to Families with Dependent Children. The simplified
or “declaration method” provides for eligibility determinations to be
based to the maximum extent possible on the information furnished by
the applicant, without routine interviewing of the applicant and with-
out routine verification and investigation by the caseworker. The com-
mittee hill precludes the use of the declaration method by law. It also
explicitly authorizes the States in the statute to examine the applica-
tion or current circumstances and promptly make any verification from
independent or collateral sources necessary to insure that eligibility
exists. The Secretary could not, by regulation, limit the State’s author-
ity to verify income or other eligibility factors.

RecouriNG OVERPAYMENTS

The committee agreed to provide statutorily that overpayments
constitute an obligation of an individual to be withheld from any
future assistance payments or any amounts (other than Social Secur-
ity death benefits) owed by the Federal Government to the individ-
ual; in addition, overpayments could be collected through ordinary
collection procedures.

INeLIGIBILITY FOR Foop StaMPs

. Under the committee bill (as under the House version), individuals
in the welfare programs will not be eligible for food stamps or surplus
commodities. States would be assured that there would be no addi-
tional expenses to them if they adjust their welfare payment levels to
take into account loss of entitlement for food stamps, so that recipients
would suffer no loss of income as a result of losing entitlement to
food stamps.

-
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INcoMr DISREGARDED

U\ndey_presgnt law States are required, in determining need for Aid
to Families with Dependent Children, to disregard the first $30 earned
monthly by an adult plus one-third of additional earnings. Costs re-
lated to work (such as transportation costs) are also deducted from
carnings in calculating the amount of the welfare benefit.

Two problems have been raised concerning the earned income dis-
regard under present law. First, Federal law neither defines nor limits
what may be considered a work-related expense, and this has led to
great variation among States and to some cases of abuse. Secondly,
some States have complained that the lack of an upper limit on the
carned income disregard has the cffect of keeping people on welfare
clsyen after they are working full time at wages well above the poverty

ine.

Until the committee’s new employment program becomes effective
in January, 1974, the earnings disregard formula would be modified by
allowing only day care as a separate deductible work expense (with
reasonable limitations on the amount allowable for day care expenses).
States would be required to disregard the first $60 earned monthly by
an individual working full time (%30 for an individual working part
time) plus one-third of the next $300 earned plus one-fifth of amounts
earned above this. This differential between full time and part time
employment is designed to encourage those who are able to move into
full time jobs.

In addition, $20 of child support payments to a family would be dis-
regarded to insure that a family receives a financial benefit when efforts
to collect child support are successful.

Once the employment program under the committee bill becomes
effective, however, these earned income exemptions under the residual
welfare program would be replaced by a flat monthly exemption of
$20, applicable to all kinds of income (with a separate $20 disregard
applicable to child support payments). It would be expected that
mothers interested in working would receive their work incentives
through participating in the employment program rather than by re-
maining on welfare.

In order to prevent the State welfare prooram from undermining the
obiectives of the Federal employment program, the States wonld have
to assume for purposes of supplemental payments provided under
AFDC or any welfare program that individuals, who are eligible to
participate in the employment program (but no longer eligible to re-
ceive their basic income from AFDCQC), are actually participating full
time in the employment program and thus receiving $200 per month.
A similar rule would apply to mothers with children under age 6 who
volunteer. . . .

Futhermore, the State would be required to disregard any earnings
between $200 a month and $375 a month (the amount an employee
would earn working 40 hours a week at $2.00 per hour) to ensure that
the incentive system of the workfare program is preserved. These
earnings disregards would be a flat requirement; States would not be
required to take into account work expenses. The effect of this require-
ment would be to give a participant in the work program a strong in-
centive to work full time (since earnings of $200 will be attributed to
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him in any case), and it would not interfere with the strong incentives
he would have to seek regular employment rather than working for

the Government at $1.50 per hour. .

The table below shows how wages under the employment program

would be treated for State welfare purposes:

Hours worked perweek___._________________ None 20 32
Hourly wage $1.50 $1.50
Approximate actual mor:thfly igcotme__if_____ 0 $130 $200
Income deemed available for State welfare

purposes_____ $200 $200 $200

40
$.270
$375

$200

AssisTaNcE LEVELS

Under existing law, each State decides the level of assistance it
will provide for AFDC families. The committee bill generally Te-
affirms the right of the State to make this determination. In movpf
to a block grant approach which involves substantial fiscal relief,
however, the committee feels it is appronriate to require that States
could not reduce payments levels to AFDC recipients below $1,600
for a two-member family, $2,000 for a three-member family, and
$2,400 for a family of four or more; or, if payment levels ars already

below these amounts, they could not be reduced at all.

Rieur To AppLy For A aND To RECEIVE It Wit REASONABLE

PROMPTNESS

The present law requires that :

All individuals wishing to make application for Aid to Families
with Dependent Children shall have opportunity to do so, and
that Aid to Families with Dependent Children shall be furnished

with reasonable promptness to all eligible individuals.

The committee bill would reiterate this provision, but would make
clear the requirement that aid be furnished “with reasonable prompt-
ness” could not be so construed as to interfere with other requirements
of the law such as seeking a mother’s cooperation in establishing
paternity and seeking support payments, or verifying information on

mcome, resources and other eligibility factors.

ArrrEaLs Process

Present law requires that a State plan must provide for granting
an opportunity for a fair hearing before the State agency to any in-
dividual whose claim for aid is denied or not acted upon with reason-

able promptness.

On March 23, 1970, the Supreme Court ruled in two cases (Gold-

berg v. Kelly (397 U.S. 254)

and Wheeler v. Montgomery (397 U.S.

280)) that assistance payments could not be terminated before a re-
cipient is afforded an evidentiary hearing, The decision was made on
the constitutional grounds that termination of payments before such
a hearing would violate the due process clause. The Court argued
that welfare payments are a matter of statutory entitlement for per-

N

ki
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sons qualified to receive them, and that “it may be realistic today
to regard welfare entitlements as more like ‘property’ than a ‘gratu-
ity ¥ * * The constitutional challenge cannot be answered by an
grguhr;l?,xgt”that public assistance benefits arc ‘a “privilege” and not a
right.

he HEW regulations based on the court’s decision (45 CFR 205.10)
go much further than the court in spelling out the requirements for
fair hearings. The tone and emphasis of the regulations is shown in
these excerpts: “Agency emphasis must be on helping the claimant to
submit and process his request, and in preparing his case, if needed.
The welfare agency must not only notify the recipient of his right to
appeal, it must also notify him that his assistance will be continued
during the appeal period if he decides to appeal.” The regulation con-
tinues: “prompt, definitive, and final administrative action will be
taken within 60 days from the date of the request for a fair hearing,
e:ﬁff;:lt)where the claimant requests a delay in the hearing” (emphasis
added).

The committee bill deals with this situation by requiring State
welfare agencies to reach a final decision on the appeal of a welfare
recipient within 30 days following the day the recipient was notified
of the agency’s intention to reduce or terminate assistance. The
bill would also require the repayment to the agency of amounts
which a recipient received prior to the appeal decision if it was
determined that the recipient was not entitled to them. Any amounts
not repaid would be considered an obligation of the recipient and
would be recouped in the same manner as other overpayments. In
addition, the committee bill would stipulate that the recipient has a
right to appeal at a higher administrative level but that payments
need nct be continued once an initial adverse determination has been
made on the local level at a hearing at which evidence can be presented.

The committee provision was designed to assure that the appeals
procedures would be handled expeditiously by the State and also to
assure that appeals would not be made frivolously.

SAFEGUARDING INFORMATION

The statutes in all of the welfare programs under the Social Security
Act provide safeguards which restrict the use or disclosure of infor-
mation concerning applicants and recipients to purposes directly con-
nected with the administration of each welfare program. Regulations
issued by the Department of Health, Education, and Welfare state
that the same policies apply to requests for information from a gov-
ernments]l antharity, the courts or law enforcement officials as from
any other outside source. o

‘I'he committee bill re-enacts these statutory provisions for AFDC
but includes features making it clear that this requirement may not be
used to prevent a court, prosecuting attorney, tax mu‘thority, law en-
forcement official, legislative body or other public official from obtain-
ing information in connection with his official duties including the
collection of support payments or prosecuting fraud or other criminal

or civil violations.
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CommuNITY WORK AND TRAINING PROGRAMS

Prior to the enactment of the Work Incentive Program as part of
the 1967 Social Security Amendments, the Federal statute permitted
Federal matching of AFDC payments made to recipients participating
in a community work training program. Since the enactment of the
Work Incentive Program, however, the Department of Health, Edu-
cation, and Welfare has taken the position that the Federal Govern-
ment will not share in AFDC payments to recipients who are required
by State law to participate in an employment program—unless the
program is part of the Work Incentive Program. The committee bill
provides that during the period between enactment of the House bill
and the effective date of the new Federal employment program, the
community work training provisions in the law prior to the 1967
amendments would be applied so that States wishing to have such
programs in the interim could do so.

ProTECTIVE PAYMENTS FOR CHILDREN

The committee bill requires States under the AFDC program
to take certain actions to assure that welfare payments are being
used in the best interests of children. Existing law provides that when
the welfare agency has reason to believe that the AFDC payments are
not used in the best interests of the child, it “may” provide counseling
and guidance services so that the mother will use the payments in the
best interests of the child. This failing, the agency “may” resort to
protective payments to a third party who will use the funds for the
best interest of the child. The committee bill makes these procedures
mandatory in such cases.

REQUIREMENT FOR STATEWIDENESS FOR SOCIAL SERVICES

The Social Security Act requires that social services (including
child care and family planning services) under the welfare programs
be in effect in all political subdivisions of a State in order for the
State to obtain Federal matching funds. This requirement of state-
wideness has sometimes delayed the provision of these services. The
committee agreed to permit the Secretary to waive the requirement of
statewideness for services.

Socrar Services

. The Committee also approved an amendment to limit Federal fund-
ing for social services.

The Committee amendment is similar to the measure the Congress
Wlll. soon be acting upon in connection with the State and Local Fiscal
Assistance Act of 1972.

Under the amendment, Federal matching for social services to the
aged, blind and disabled, and those provided under Aid to Families
With Dependent Children would be subject to a State-by-State dollar
limitation, effective beginning fiscal year 1973, Each State would be
limited to its share of $2.500.000,000 based on its proportion of popu-
lation in the United States. Child care, family planning, services pro-
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vided to a mentally retarded individual, services related to the treat-
ment of drug addicts and alcoholics, and services provided a child in
foster care could be provided to persons formerly on welfare or likely
to become dependent on welfare as well as present recipients of welfare.
At least 90 percent of expenditures for all other social services, how-
ever. would have to be provided to individuals receiving aid to the aged,
blind, and disabled (or supplemental security income), care and treat-
ment for drug addiction or alcoholism, or aid to families with de-
pendent children. Until a State reaches the limitation on Federal
matching, 75 percent Federal matching would continue to be applic-
able for social services as under present law.

Under the amendment, services necessary to enable AFDC recipi-
ents to participate in the Work Incentive Program would not be sub-
ject to the limitation described above; they would continue as under
present law, with 90 percent Federal matching and with funding of
these services limited to the amounts appropriated. In addition, Fed-
eral matching for emergency social services would be reduced from 75
percent to 50 percent.

FamiLy PLANNING SERVICES

The committee approved payment by the Federal Government of
100 percent of the cost of Family Planning Services as compared with
75 percent under present law. Funding for family planning would not
be subject to the $2.5 billion limitation.

ELIMINATE STATUTORY REQUIREMENT OF INDIVIDUAL PROGRAM OF
Services For Eaca Faummy

Present law requires States to develop an individual program of
services for each family receiving AFDC. This has proven to be an
unnecessary administrative burden. The committee agreed to delete
this statutory requirement.

SUPPORTIVE SERVICES FOR PARTICIPANTS IN THE WIN ProgramM

Until the Government Employment Program begins on January 1,
1974, the committee bill would continue 90 percent Federal matching
for supportive services other than family planning services to enable
AFDC recipients to participate in the Work Incentive Program.

EMERGENCY AssisTANCE FOrR MioranT Famiries With CHILDREN

Under existing law, emergency assistance may, at the option of the
States, be provided to needy migrant families in crisis situations, and
it may be provided either statewide or in part of the State. Emergency
assistance programs have been adopted in about half of the States, and
they receive 50 percent Federal matching. Under the law, assistance
may be furnished for a period not in excess of 30 days in any 12-month
period in cases in which a child is without available resources and the
payments, care, or services involved are necessary to avoid destitution
of the child or to provide living arrangements for the child. The com-
mittee bill (1) requires thqt‘all S_tates }}ave a program Qf emergency
assistance to migrant families with children; (2) requires that the
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program be statewide in application; and (3) provides 75 percent
Federal matching for emergency assistance to migrant families.

Maxine EsTaBLISHMENT OF Apvisory CoMMrITTEE OPTIONAL

Regulations issued by the Department of Health, Education, and
Welfare in 1969 require States to establish a welfare advisory com-
mittee for AFDC and child welfare programs “at the State level and
at local levels where the programs are locally administered,” with the
cost of the advisory committees and their staffs borne by the States
(with Federal matching) as part of the cost of administering the wel-
fare programs. The committee bill makes the establishment of such
committees optional with the States.

ApmiNisTRATIVE CosTs

The committee agreed that the Federal Government would continue
to pay 50 percent of the cost of administration of the AFDC program
iSnclu_ding administrative costs related to the provision of Social

ervices.

FepEraL FinanNciaL ParticieaTioNn 1IN WELFARE PAYMENTS

The committee bill would make a major change in the basic method
of Federal funding for AFDC by providing a block Federal grant
with substantially more Federal funds than are now provided under
present law. This approach is described in detail under the heading
“Fiscal Relief for States.”
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TABLE 7.—RECIPIENTS OF AID TO FAMILIES WITH DEPEND-
ENT CHILDREN, DECEMBER OF SELECTED YEARS

Number of Percent increase
Year recipients since 1960

1940, . 1,222,000 ................
1945 943000 .. ..
1950, L 2,233,000 ... .0
1955 . o 2,192,000 ... ..
1960, .. 31073.000 ..
1961, 3,566,000 116
1962 3,789,000 +24
1963 .. 3,990,000 +28
1964, T JUOTOTRTR 4,219,000 +38
1965.. . . 4,396,000 +44
1966, . . 4,666,000 452
1967, 5,309,000 +73
1968. .. . 6,086,000 +98
1969, 7,313,000 +138
1970, L 9,659,000 +215
1971 10,651,000 +247
1972 12/573,000 +311
1973:1

Currentlaw. .. .. ............. 13,800,000 +349
197go{nmittee pill. o 2 13/800,000 +349

Currentlaw. .. ................ 14,900,000 +385

Committee bill: persons eligi-
ble to receive basic income
from AFDC.......... ...... 3 8,940,000 +191

! Estimated. R .
2 Some reduction of caseload may be anticipated because of committee amend-

ments related to eligibility rules and administration; the extent of the reduction

will largely depend upon State action. .
3 Reflects estimate that about 40 percent of current caseload will no longer be

eligible to get basic income from AFDC.
Source: Department of Health, Education, and Welfare.
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Statistical Material

TABLE 8.—AID TO FAMILIES WITH DEPENDENT CHILDREN:
INCOME ELIGIBILITY LEVEL FOR PAYMENTS AND LARGEST
AMOUNT PAID TO FAMILY OF 4, BY STATE, JULY 1972

Income Largest

eligibility amount

level for paid for

payments basic needs

Alabama.............................. $230 $97
Alaska................................. 400 300
Arizona................................ 266 173
Arkansas.............................. 210 106
California. ............................ 280 280
Colorado.............................. 235 235
Connecticut........................... 335 335
Delaware.............................. 287 158
District of Columbia................ .. 245 245
Florida................................ 223 145
Georgia............................... 158 149
Hawali................................ 268 268
Idaho. .. . 278 278
IHinois. . 273 273
Indiana. 355 175
lowa.............. ... ... ... 243 243
Kansas................................ 322 322
Kentucky.............................. 193 193
Louisiana............................. 114 114
aine................ 349 168
Maryland....................... ... .. .. 200 200
Massachusetts. ..................... .. 318 318
Michigan.................... ... ... ... 316 316
Minnesota...................... ... ... 324 324
Mississippi.......................... .. 277 60
Missouri............................ .. 313 130
Montana.................... .. .. ... .. 206 206
Nebraska......................... ... 274 226
Nevada............................... 176 176
New Hampshire................. .. ... 294 294
New Jersey. . ............... 324 324
New Mexico.............. .. 203 179
NewYork................. .. 333 333

North Carolina
North Dakota............ ......... ... 300 300
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TABLE 8.—AID TO FAMILIES WITH DEPENDENT CHILDREN:
INCOME ELIGIBILITY LEVEL FOR PAYMENTS AND LARGEST
AMOUNT PAID TO FAMILY OF 4, BY STATE, JULY 1972—
Continued

Income Largest

eligibility amount

level for paid for

payments basic needs

Ohio.................. ......... ... $200 $200
Oklahoma............................. 189 189
Oregon......... ..................... 243 243
Pennsylvania.............. ... ... .. 301 301
Rhodelsland.......................... 255 255
South Carolina..................... ... 208 104
South Dakota........ .. ... R 270 270
Tennessee...................... ..... 217 132
@XAS. . ... . 148 148
Utah..............0 .................. 235 235
Vermont....................... . .. . 319 319
Virginia. . ................... ... ... 261 261
Washington............ ... .. .. ... .. 290 290
West Virginia........... .. ..... ... .. 146 146
Wisconsin......... ... ... ... . ... 311 311
Wyoming.............................. 260 227

Source: Department of Health, Education, and Welfare.






I. Child Support

The committee has long been aware of the impact of deserting
fathers on the rapid and uncontrolled growth of families on AFDC.
As early as 1950, the Congress provided for the prompt notice to law
enforcement officials of the furnishing of AFDC with respect to 2
child that had been deserted or abandoned. In 1967, the committee in-
stituted what it believed would be an effective program of enforcement
of child support and determination of paternity. Due to a total lack
of leadership by the Department of HEW, most States have not im-
plemented these provisions in a meaningful way. The committee be-
lieves, therefore, that a new legislative thrust is required in this area
which will create a mechanism to obtain compliance with the law.
The major elements of this proposal have been adapted from those
States which have been the most successful in establishing effective
programs of child support and determination of paternity. Some of
the modes of assistance which are created by the committee plan will
be available to deserted families generally, regardless of welfare
status. It is hoped that making these provisions available to all de-
serted families will prevent further expansion of the welfare rolls.

Present law requires that the State welfare agency establish a sep-
arate, identified unit whose purpose is to undertake to determine the
paternity of each child recelving welfare who was born out of wed-
lock, and to secure support for him; if the child has been deserted
or abandoned by his parent, the welfare agency is required to secure
support for him from the deserting parent, utilizing any reciprocal
arrangements adopted with other States to obtain or enforce
court orders for support. The State welfare agency is further required
to enter into cooperative arrangements with the courts and with law
enforcement officials to carry out this program. Access is authorized
to both Social Security and (if there is a court order) to Internal
Revenue Service records in locating deserting parents. The effective-
ness of the provisions of present law have varied widely among the

States.
AssigNMENT oF Riear To CoLLECTION OoF SUPPORT PAYMENTS

In some instances, mothers may have personal reasons for fearing to
cooperate in identifying and securing support payments from the
father of the child. To protect the mother, and also to allow for a more
systematic approach for the collection of support payments, the com-
mittee approved an amendment requiring a mother, as a condition of
eligibility for welfare, to assign her right to support payments to the
Government and to require her cooperation in identifying and locat-
ing the father and in obtaining any money or property due the family
or Government. The assignment of family support rights would be
to the Federal Government, and the Department of Justice would

-(121)
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be authorized to delegate these rights to those States which have
effective programs of determining paternity and obtaining child sup-
port. The Attorney General would also be authorized to delegate such
collection rights to counties that have effective programs, but only if
the State as a whole did not. .

If the Attorney General found that a State did not have an effec-
tive program, the collection rights would remain with the Federal
Government and would be enforced by Federal attorneys in either
State or Federal Courts. OEQ lawyers would be made available to as-
sist Justice Department attorneys in carrying out their responsibility.
In this situation the Federal Government would retain the full amount
not payable to the family.

The House bill provided that the Federal share for State expenses
for establishing paternity and securing support should be increased
from 50 to 75 percent. The committee adopted this provision, but
with a proviso that there be no Federal participation in such State
programs which do not meet the Attorney General’s standards of
effectiveness.

122

Locarine a DesertiNg PARENT; AcceEss To INFORMATION

Under the committee bill, the State or local Government would pro-
ceed to locate the absent parent, using any information available to it,
such as the records of the Internal Revenue Service and the Social Se-
curity Administration. The committee bill extends access to these Fed-
eral records to any parent seeking support from a deserting spouse
regardless of whether the family was on welfare. Non-welfare families
desiring to use this means of finding the absent parent would make the
necessary application at local welfare offices. The Federal Govern-
ment, would have to be retmbursed for the cost of these services by the
welfare agency or the individual if a welfare case was not involved.

As a further aid in location efforts, welfare information now with-
held from public officials, under regulations concerning confidential-
ity, would be made available by the committee bill; this information
would also be available for other official purposes.

IncenTIVES For STaTES AND Locarities To CoLLEcT SupPoRT PAYMENTS

Under present law, when a State or locality collects support pay-
ments owed by a father, the Federal Government is reimbursed for its
share of the cost of welfare payments to the family of the father; the
Federal share currently ranges between 50 percent and 83 percent, de-
pending on State per capita income. In a State with 50 percent Federal
matching, for example, the Federal Government is reimbursed $50
for each $100 collected, while in a State with 75 percent Federal
matching the Federal Government is reimbursed $75 for each $100
collected.

Consistent with the committee’s block-grant approach for AFDC,
and as an incentive for the development of effective State and local
programs, the committee bill provides that the entire amount of any
savings in welfare payments from support collections would remain
with the States. If, however, the actual collection and determination
of paternity mechanism is carried out by local authority, the State
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would pay 25 percent of the governmental share of the support collec-
tions for a 12-month period to such authority.

In the situation where the location of runaway parents and the
enforcement of support orders is carried out by a State other than
that in which the deserted family resides, the State or local authority
which actually carries out the location and enforcement functions
will be paid the 25 percent bonus.

The committee bill provides, that the Federal Government would
have to be reimbursed for any Federal costs incurred by the States
and localities in their collection and determination of paternity
efforts.

VoLUNTARY APPROACH

The committee expects that most States will find it desirable to en-
courage parents to enter into voluntary arrangements for making
regular support payments; legal action would be used to the extent
that voluntary agreements have proven or are likely to prove unsuc-
cessful. The use of the voluntary agreement can avoid the need for
court action and formal collection procedures. The record of the State
of Washington in collecting support payments voluntarily was high-
lighted in a recent study by the General Accounting Office as a key
element in their support collection program; hopefully, the experience
of Washington State can serve as a model for all States.

Civi, AcrioNn To OBraiN SurporT PAYMENTS

Where the voluntary approach is not successful, the committee’s
bill provides for strong legal remedies. The States, as agents of the
Federal Government, in enforcing the support rights assigned to them
by welfare applicants would have available to them all the enforce-
ment and collection mechanisms available to the Federal Govern-
ment, including the use of the Internal Revenue Service to garnishee
the wages of the absent parent. If these mechanisms are utilized the
Federal Government would have to be reimbursed on a cost basis.

DistripuTion OF (COLLECTIONS

The first $20 of any support collected in a month will be disregarded
and the remainder will be used to offset or reduce the AFDC payment
to the family for the month. If the support payment is sufficient to
entirely offset the family’s AFDC eligibility for the month, the entire
support payment up to the amount of the family’s support needs under
a court order or voluntary agreement will go to the family and any
excess will be returned to the State as a reimbursement 1or past welfare

payments.
ResipbuaL OBLIGATION TO FEDERAL (GOVERNMENT

The welfare payment would serve as the basis of a continuing mone-
tary (:)bligationp o}; the deserting parent to the United States. The
obligation would be the lesser of the welfare assistance paid to the
family, or 50 percent of the deserting spouse’s income but not less than

$50 a month.
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A waiver of all or part of the Federal obligation might be allowed
upon a showing of good cause.

CRIMINAL ACTION

The committee bill has provided for Federal criminal penalties for
an absent parent who has not fulfilled his obligation to support his
family and the family receives welfare payments in which the Federal
Government participates. His obligation to support would be deter-
mined by applying State civil and/or criminal law. The sanctions for
failure to support could include a penalty of 50 percent of the amount
owed or a fine of up to $1,000 or 1mprisonment for up to 1 year or a
combination of these.

DETERMINING PATERNITY

The committee believes that an AFDC child has a right to have its
paternity ascertained in a fair and efficient manner. Although this may
in some cases conflict with the mother’s short-term interests, the com-
mittee feels that the child’s right to support, inheritance, and his right
to know who his father is deserves the higher social priority. In 1967,
Congress enacted legislation requiring the States to establish programs
to establish the paternity of AFDC children born out of wedlock so
that support could be sought. The effectiveness of this provision was
greatly curtailed both by the failure of the Department of Health,
Education, and Welfare to exercise any leadership role and also by
Court interpretations of Federal Jaw in decisions which prevented
State welfare agencies from requiring that a mother cooperate in
identifying the father of a child born out of wedlock.

COOPERATION OF MOTHER

The committes has made cooperation in identifying the absent par-
ent a condition for AFDC eligibility. As a further incentive for co-
operation, the first $20 2 month in support collections would be disre-
garded for purposes of determining tﬁe amounts of welfare payments
to the family. Thus, the family would always be better off if support
payments were made by the absent parent.

BLOOD GROUPING LABORATORIES

The committee has also taken additional steps to provide for a more
cffective system of determining paternity.

First, a father not married to the mother of his child would be re-
quired to sign an affidavit of paternity if he agreed to make support
payments voluntarily in order to avold court action. Most States do
not permit initiation of paternity actions more than two or three
years after the child’s birth; the affidavit would serve as legal evi-
dence of paternity in the event that court action for support should
later become necessary.

Second, there is evidence that blood typing techniques have devel-
oped to such an extent that they may be used to establish evidence of
paternity at a level of probability acceptable for legal determinations.

Moreover, if blood grouping is conducted expertly, the possibility
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of error can all but be eliminated. Therefore, the committee adopted
a provision to authorize and direct the Department of Health, Educa-
tion, and Welfare to establish or arrange for regional laboratories
that can do blood typing for purposes of establishing paternity,
so that the State agencies and the courts would have this expert evi-
dence available to them in paternity suits. No requirement would be
made in Federal law that blood tests be made mandatory. The services
of the laboratories would be available to courts with respect to any
paternity proceeding, not just a proceeding brought by, or for, a wel-
fare recipient.

LeapersHIiP RoLE oF JUsTicE DEPARTMENT

To coordinate and lead efforts to .obtain child support payments,
the committee action would require each U.S. Attorney to designate
an assistant who would be responsible for child support. This Assistant
U.S. Attorney would assist and maintain liaison with the States in
their support collection efforts and would undertake Federal action
as necessary. He would be required to submit a quarterly report to
Congress concerning child support activities.

The committee bill requires that records be maintained by the Attor-
ney General of the amounts of support collected and of the administra-
tive expenditures incurred in the collection effort and that he submit
an annual report to Congress. Amounts collected but not otherwise
distributed would be deposited in a separate account which would
finance the expenses of the Federal collection efforts. An authoriza-
tion for an appropriation would be included for the contingency of
a deficit in this fund in order to reimburse the Departments of Justice
and Treasury for their expenses in this area.

ATTACHMENT OF FEDERAL WAGES

State officials have recommended that legislation be enacted per-
mitting garnishment and attachment of Federal wages and other obli-
gations (such as income tax refunds) where a support order or judg-
ment exists. At the present time, the pay of Federal employees,
including military personnel is not subject to attachment for purposes
of enforcing court orders. including orders for child support or
alimony. The basis for this exemption is apparently a finding by the
courts that the attachment procedure involves the immunity of the
United States from suits to which it has not consented.

The committee bill would specifically provide that the wages and
employment-related annuities of Federal employees including military
personnel, and other payments under Federal programs be subject to
garnishment in support and alimony cases. This committee gmmend-
ment would be applicable whether or not the family bringing the
garnishment proceeding is on the welfare rolls.

Caip SupPorT UNDER WORKFARE

A deserted parent participating in the workfare program could take
advantage of the support collection and, where applicable, the pa-
ternity determination mechanism provided in the committee bill. The
cost of collection, however, would be deducted from the amounts re-

covered and the balance would be turned over to the deserted family.
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ErrecTive DaTes

Unless otherwise indicated in the bill, new features added by the
collection of support and determination of paternity provision would
be effective January 1,1973.

TABLE 9.—AFDC FAMILIES BY PARENTAGE OF CHILDREN,

1971

Parentage Number Percent
Total. ... .. ... 2,523,900 100.0
Same mother and same father....... .... 1,800,200 71.3

Same mother, but 2 or more different fa-
thers. ... .. 638,400 25.3

Same father, but 2 or more different
mothers.............. ... 5,200 2

2 or more different mothers and 2 or more
differentfathers......................... 53,400 2.1
Unknown.................................. 26,700 1.1

Source: Department of Health, Education, and Welfare.

TABLE 10.—AFDC FAMILIES WITH SPECIFIED NUMBER OF
ILLEGITIMATE RECIPIENT CHILDREN, 1971

Number of children Number Percent

2,523,900 100.0

1,426,000 56.5
559,600 22.2
262,400 10.4

129,600
71,700
37,300
37,300

Lo sk
G100 =

Source: Department of Health, Education, and Welfare.
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TABLE 11.—AFDC FAMILIES BY STATUS OF FATHER, 1961,
1967, 1969, AND 1971

Percent of families in—

Status 1961 1967 1969 1971
Total........................ 100.0 100.0 100.0 100.0
Dead.............................. 7.7 5.5 5.5 4.3
Incapacitated......... e 181 120 115 9.8
Unemployed...................... 5.2 5.1 4.8 6.1
Absent from the home:
Divorced............. ........ } 13.7 { 126 13.7 14.2
Legally separated............. ' 2.7 2.8 2.9
Separated without court
decree...................... 8.2 9.7 109 129
Deserted...................... 186 18.1 159 15.2
Not married to mother. ....... 21.3 26.8 279 27.7
Inprison...................... 4.2 3.0 2.6 2.1
Absent for another reason. . .. 6 1.4 1.6 1.2
Subtotal..................... 66.7 742 754 76.2
Other status:
Stepfathercase............... 1.9 19 2.6
Children not deprived of sup- 2.2
port or care of father, but
of mother. .................. 1.3 9 9
Notreported. ..., ® 1

! Less than 0.05.

Source: Department of Health, Education, and Welfare.
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TABLE 12.—AFDC FAMILIES BY WHEREABOUTS OF FATHER,
1971
Whereabouts Number Percent
Total................................ 2,523,900 100.0
Inthehome............................ .. 472,900 18.7
In an institution:
Mental institution............... ... ... 8,000 3
Other medical institution. . ....... ... 11,200 4
Prison or reformatory. . ... ......... .. 75,300 3.0
Not in the home or an institution; he is
residing in:
Samecounty........... . ... ..... ... 469,200 18.6
Different county; same State.......... 156,300 6.2
Different State and in the United
States............................. 230,900 9.1
A foreigncountry.............. ... .. ... 27,100 1.1
Whereabouts unknown................. .. 959,600 38.2
Inapplicable (father deceased)........... 113,400 4.3

Source: Department of Health, Education, and Welfare.



J. Fiscal Relief for States

The committee is well aware that the growth of the welfare rolls
since 1967 has been one of the significant factors in bringing about the
fiscal crisis currently facing State and local governments. Under the
committee bill therefore, the fiscal burden on the States will be sub-
stantially decreased through increases in the Federal funding of as-
sistance payments in AFDC and the Federal administration and fund-
ing of the supplemental security income program for the aged, blind
and disabled, as well as through indirect fiscal relief resulting from
improvements which the committee bill makes in the general structure
of the welfare programs.

Over the next 214 years, the bill provides $3.5 billion in fiscal
relief to the States. Of this, $2.3 billion represents fiscal relief in 1974,
the first year the new employment programs are fully effective. The
table below shows the detail for each of the years 1972-74.

{Dollars in billions]

1972 1973 1974 Total

Aid to the aged, blind, and

disabled.................. ... ... $0.9 $0.9
Aid to families with dependent

children......................... $0.4 $0.8 1.4 2.6

Total........................ 4 8 2.3 35
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III. OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE
BENEFITS

As passed by the House, H.R. 1 would have increased social security
cash benefits by $3.9 billion in 1973. More than half of this amount
?{?ted to a 5-percent across-the-board benefit increase in the House

ill.

In the coursé of the committee’s consideration of the House bill,
social security amendments were enacted as part of Public Law 92-336.
This law provides for a 20-percent across-the-board increase in bene-
fits, effective with respect to checks received by beneficiaries early in
October 1972. The new law also provides for automatic increases in
social security benefits as the cost of living rises, and provides for an
increase both in wages subject to the social security tax (from $9,000
in 1972 to $10,800 in 1973, to $12,000 in 1974, with automatic increases
in the limit of wages taxable thereafter) and in the social security tax
rates.

In view of this action by the Congress, the committee deleted the
G-percent across-the-board benefit increase in the House bill. However,
the committee bill does provide about $314 billion in additional social
security benefits, over $114 billion more than provided in comparable

rovisions of the House bill. Most, of the provisions in the committee
Eill were approved by the Senate in 1970 as part of the social security
bill that passed the Senate in that year, but died when the House
refused to go to conference on the bill. .

In addition to making more adequate provision for widows and for
disabled persons, the committee bill contains several provisions aimed
at strengthening the work incentive features of the social security
system.

yOne major feature of the committee bill would provide a special
minimum benefit to low-wage workers with longtime attachment to
employment covered under social security. A retired worker with at
least 30 years of covered employment would be guaranteed a benefit
of at least $200 (if the worker 1s married the couple would receive a
benefit of at least $300). Another provision of the committee bill would
increase retirement benefits for those persons who delay their retire-
ment and thus do not receive benefits after age 65 and before age 72
because of their earnings. The committee bill also increases the earn-
ings limit from the present $1,680 ($140 per month) to $2,400 ($200
pe'li‘lrlneoinntcllli)x;idual provisions of the committee bill are described below.
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1. PROVISIONS OF THE HOUSE BILL THAT WERE NOT SUBSTANTIVELY
CHANGED BY THE COMMITTEE

Increased Widow"s and Widower’s Insurance Benefits
(Sec. 102 of the bill)

‘When social security benefits were first provided for widows by the
Social Security Amendments of 1939 they were set at 75 percent of the
worker’s retirement benefit. This amount was based on the idea that a
widow should receive one-half of the combined benefit which would
have been paid to her and her husband had both been entitled to
benefits. Later, this amount was increased by 10 percent, to 82.5 per-
cent, where it has remained up to the present time. o

Tt is the committee’s view that the expenses of 2 widow living alone
are no less than those of a single retired worker, and that there is
therefore no reason for paying aged widows less than the amount
which would be paid to their husbands as retirement benefits. Starting
in September 1972, the average benefit for a retired worker will be
about $162 a month, while the average benefit for a widow will be
about $138 a month. In addition, surveys of social security benefici-
aries have shown that, on the average. women receiving widow’s bene-
fits have less other income than most other beneficiaries.

This provision of the committee bill, like the House bill, would pro-
vide benefits for a widow equal to the benefit her deceased husband
would have received if he were still living. Under the bill, a widow
who begins receiving benefits when she is 65 years of age or older
would receive either 100 percent of her deceased husband’s primary
insurance amount (the amount he would have been entitled to re-
ceive if he began his retirement at age 65) or, if he began receiving
benefits before age 65, an amount equal to the actual benefit he would
have been receiving if he were still alive.

Under the committee bill, the benefit for a widow (or widower) who
comes on the rolls between the ages of 60 and 65 would be reduced (in a
way similar to the way in which widow’s benefits are reduced under
present law when they begin between ages 60 and 62) to take account of
the longer period over which the benefit would be paid. For example,
the benefit amount for a widow becoming entitled to a widow’s benefit
at age 63 would be 88.6 percent of her husband’s benefit; for a widow
becoming entitled at age 64, the amount would be equal to 94.3 percent
of her husband’s benefit.

Under the bill, the benefit amount for 3.8 million widows (and
widowers) who came on the benefit rolls before the new provisions
became cffective wonld be redetermined as thouch the new provisions
had been in effect when they came on the rolls. Thus the widow already
on the rolls who started getting benefits before she reached age 65
would have the 100-percent widow's benefit reduced to take account of
the longer period for which she would be paid benefits. In order to
permit the use of machine records in determining the benefit amount
that the deceased spouse would have been receiving if he were alive.
the Social Security Administration will assume that his benefits were
hased on the same average monthly earnings which determine the pri-
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mary insurance amount on which the widow’s (or widower’s) benefits
are based for December 1972.

. Under the bill, as under present law, the benefit for a widow who
is age 62 or older when she starts getting benefits and who is the only
survivor getting benefits would be not less than $84.50, the minimum
benefit payable under present law to a retired worker at age 65. The
benefit for a widow who starts getting benefits before age 62 and who is
the only survivor getting benefits would be subject to an actuarial
reduction to take account of the longer period over which she will
receive benefits.

The changes made with respect to widows would also apply to eli-
gible dependent widowers.

The committee bill makes some technical changes in the House-
passed provision which are intended to permit the Social Security
;&dministration to utilize the records now available in computerized

orm.

Effective date—January 1973.

Number of people affected and dollar payments.—3.8 million widows
and widowers would get increased benefits on the effective date and
$1.1 billion in additional benefits would be paid in 1974.

Age-62 Computation Point for Men
(Sec. 104 of the bill)

Under present law, retirement benefits for men are figured
in a way which can result in a man getting a smaller benefit than
would be paid to a woman with identical earnings. For a man, the
period for determining the number of years of earnings that are
used in figuring the average monthly earnings on which his benefit
is based ends with the beginning of the year in which he reaches age
65. For a woman the period ends with the beginning of the year in
which she reaches age 62. Thus a woman may disregard 3 more years
of low earnings than a man when calculating average wages on which
benefits are based, and lower benefits are generally paid to a retired
man than are paid to a retired woman with the same earnings record.

For example, take the case of a man and a woman each of whom
reaches age 65 and retires in 1972, and each of whom has maximum
creditable earnings under the program in each year up to 1972. The
woman’s benefit would be $269.70 a month under present law, while
the man’s benefit would be $259.40 a month. )

The provision would apply only to those who reach age 62 in the
future; a 3-year transition period would be provided. The number of
years used in computing benefits for men would be reduced in three
steps: men reaching age 62 in 1973 would have years up to age 64
taken into account; men who reach age 62 in 1974 would have years
up to age 63 taken into account; and men who reach age 62 in 1975 or
later would have years up to age 62 taken info account.

The bill would also provide a three-step reduction in the number
of quarters of coverage needed for insured status for men, making
the ending point age 62 for both men and women, The bill would thus
allow men to become fully insured on the basis of the same amount of
covered employment as 1s now required for women. The first step in
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this reduction would be effective for January 1973, with subsequent
reductions becoming effective in 1974 and 1975, as with the benefit
computation.

With the exception of a few technical changes, the committee amend-
ment is identical to the House-passed provision.

Effective date—January 1973.

Dollar payments—About $14 million in additional benefits would
be paid in 1974; the cost of the provision when it becomes fully effec-
tive is expected to be about $400 million.

Reduced Benefits for Widowers at Age 60
(Sec. 107 of the bill)

Under present law, a widow who is not disabled can become entitled
to widow’s insurance benefits at age 60, but an aged dependent widower
cannot become entitled to dependent widower’s benefits until age 62.
The 1965 amendments lowered the age of eligibility for widows from
62 to 60 but did not change the age of eligibihty for dependent
widowers.

The committee believes that the age of eligibility should be the same
for aged dependent widowers as for widows, Accordingly, the bill
would lower the age of eligibility for dependent widower’s benefits
from 62 to 60. The benefits payable to a dependent widower who starts
getting benefits before age 62 would be actuarially reduced, as are the
benefits under present law for widows who come on the benefit rolls
before age 62, to reflect the fact that benefits will be received over a
longer period of time.

Because the benefit amount payable at age 60 would be reduced to
take account of the longer period over which benefits would be paid,
the payment of these benefits would not result in any additional long-
range cost to the program.

Efective date—~January 1973.

Entitlement to Child’s Insurance Benefits Based on Disability
Which Began Between Ages 18 and 22

(Sec. 108 of the bill)

Under present law, a person can qualify for childhood disability
benefits if he has been continuously disabled—as defined in the law—
since before age 18 and is still disabled when his parent dies or becomes
entitled to social security benefits. The committee bill would permit
the payment of childhood disability benefits when the disability begins
before age 22, rather than before age 18.

People under age 22 who become so seriously disabled that they are
prevented from working generally depend on their parents for their
future support. The committee believes that it is consistent with the
philosophy of the social security program to provide benefits for these
dligbled people after the insured parent dies, becomes disabled, or
retires.

_The committee bill would also permit reentitlement to childhood
disability benefits for former childhood disability beneficiaries who
again become disabled within 7 vears after their benefits terminate.
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This change would provide disability insurance protection to a former
childhood disability beneficiary until he had an opportunity to work
long enough to gain disability protection as a worker. The change
would be consistent with present law which permits disabled widows
and widowers to become reentitled to benefits if they again become
disabled after recovering from an earlier disability.

E fective date.—January 1973.

Number of people affected and dollar payments.—13,000 additional
people would become eligible for benefits on the effective date and $17
million in additional benefits would be paid in 1974.

Continuation of Child’s Benefits Through End of Semester

(Sec. 109 of the bill)

Under present law, the child’s benefits paid to a full-time student
end with the month in which he reaches age 22. The committee be-
lieves that benefits should not be terminated in the middle of a school
term. Accordingly, the committee bill includes a provision under
which the payment of benefits to a student who has not received,
or completed the requirements for, a degree from a 4-year college or
university would continue through the end of the school term in which
his 22d birthday occurs. If the educational institution in which he is
enrolled is not operated on a semester or quarter system, benefits would
continue until the month following the completion of the course in
which he is enrolled or for two calendar months after the month in
which he reached age 22, whichever occurs first.

Effective date—January 1973. L

Number of people affected and dollar payments.—55,000 beneficiaries
would receive additional benefits in the first full year and 6,000 addi-
tional people would become eligible for some benefits. About $19 mil-
lion in additional benefits would be paid in 1974.

Child’s Renefits in Case of Child Entitled on More Than One
Wage Record

(Sec. 110 of the bill)

Under present law, a child entitled to benefits based on the earnings
record of more than one worker gets benefits on only one earnings
record—the record of the worker with the highest primary insurance
MI{({,\;]IS; the present provision was enacted, a child’s benefit was always
50 percent of the worker’s primary insurance amount, regardless of
whether the worker was living or dead, so that the highest possible
benefit was always the benefit based on the highest primary insurance
amount. Subsequent changes increased a surviving child’s benefit (but
not that for a child of a living worker) to 75 percent of the primary
i amount.
mszlil;?f':s;:lr?of these changes, the amount of a child’s benefit based on
the earnings record of the worker who has the highest primary insur-
ance amount may be smaller than the benefit hased on the earn-
ings record of another worker on whose record he is also entitled.
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This situation can arise because a child who is entitled to benefits
based on the earnings record of a retired or disabled worker gets a
benefit equal to 50 percent of the worker’s primary insurance amount,
while a child who 1s entitled to benefits based on the earnings record
of a deceased worker gets a benefit equal to 75 percent of the deceased
worker’s primary insurance amount.

The House-passed bill would provide that a child who is entitled to
benefits on the earnings record of more than one worker would be
paid benefits based on the earnings record which results in the
highest amount, if the payment would not reduce the benefit of any
other individual who is entitled to benefits based on that earnings
record. (Entitlement of a child on the earnings record that will give
the child the highest benefit could otherwise result in a reduction of
the benefits for other people entitled on the same earnings record
because of the family maximum limitation.) However, the committee
has been informed by the Social Security Administration that the
House-passed provision has certain technical deficiencies and the pro-
vision has been redrafted to avoid these deficiencies.

Effective date—Upon enactment.

Adoptions by Old-Age and Disability Insurance Beneficiaries
(Sec. 111 of the bill)

Under present law, a child (other than a natural child or a step-
child) who is adopted by a worker getting old-age insurance benefits
can get child’s benefits based on the worker’s earnings if the follow-
ing conditions are met :

(1) the adoption took place within 2 years after the worker
became entitled to old-age benefits,

(2) the child was receiving at least one-half of this support from
the worker for the year before the worker became entitled to
benefits, and

(8) either (a) the child was living with the worker in or before
the month in which the worker filed application for old-age
benefits or (b) the worker had instituted adoption proceedings in
or before that month.

There is no provision in the law which would allow a child to
get child’s benefits when he is adopted by a worker more than 2
years after the worker becomes entitled to old-age benefits.

In contrast, a child who is adopted by a worker getting disability
insurance benefits can get benefits regardless of whether he was being
supported by the worker when the worker became disabled, and re-
gardless of when the adoption took place, if all of the following re-
quirements are met:

(1) The adoption took place under the supervision of a child-
placement agency;

(2) The adoption was decreed by a court of competent jurisdie-
tion within the United States;

(3) The worker resided continuously in the United States for at
least 1 year immediately preceding the adoption; and

(4) The adoption occurred prior to the child’s reaching age 18.

Alternatively, if the child was adopted by a worker getting disabil-
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ity insurance benefits within 2 years after the worker began to get
benefits, the child can get benefits if either the worker instituted adop-
tion proceedings in or before the month when he became disabled or
the child was living with the worker in that month.

The provisions described above are unnecessarily complex and the
committee believes that the law should be changed so that eligibility
of children adopted by retired workers and children adopted by dis-
abled workers would be determined under common rules. At the same
time, the committee believes that benefits for a child who is adopted
by a worker already getting old-age or disability benefits should be
paid only when the child lost a source of support because his parent
retired or became disabled, and that the law should include safeguards
against abnse through adoption of children solely to qualify them for
benefits. The committee has included in the bill a provision that it be-
lieves will accomplish these objectives.

Under the bill, benefits would be payable to a child who is adopted
by an old-age or disability insurance beneficiary if the following con-
ditions are met :

(1) The child lived with the worker in the United States for the
year before the worker became disabled or entitled to an old-age
or disability insurance benefit ;

(2) The child received at least one-half of his support from the
worker for that year;

(8) The child was under age 18 at the time he began living with
the worker; and

(4) The adoption was decreed by a court of competent juris-
diction within the United States.

A child who was born in the 1-year period during which he would
otherwise be required to have been living with and receiving at least
one-half of his support from the beneficiary would be deemed to meet
the living-with and support requirements if he was living with the
beneficiary in the United States and receiving at least one-half of his
support from the beneficiary for substantially all of the period oc-
curring after the child was born. .

Effective date—For benefits for months after December 1967 if an
application is filed within 6 months after the month of enactment;
otherwise for benefits for January 1973 and later.

Child’s Insurance Benefits Not To Be Terminated by Reason of
Adoption

(Sec. 112 of the bill)

resent law, a child’s entitlement to benefits ends if he is
adgl?t(:?lrug]ess heis aélopted by (1) his natural parent, (2) his natural
parent’s spouse jointly with the natural parent, (3) the worker (e.g.,a
stepparent) on whose earnings the child is getting benefits, or (4) a
stepparent, grandparent, aunt, uncle, brother, or sister after the death
of the worker on whose earnings the child js getting benefits. )
The committee believes that most adoptions are undertaken to obtain
for a child the legal and psychological advantages of adoption within
a close family group and that it is inappropriate to deprive the child
of his social security benefits when he is adopted. Accordingly, the bill
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provides for the continuation of benefits to an entitled child who is.
adopted, regardless of who adopts him. A child whose entitlement to
benefits was terminated because he was adopted and who, except for
such adoption, would still be entitled to benefits may, upon filing
proper application, become re-entitled to benefits.

Effective date—Effective upon enactment.

Elimination of the Support Requirements for Divorced Women
(Sec. 114 of the bill)

Benefits, under present law, are nayable to a divorced wife age 62
or older and a divorced widow age 60 or older if her marriage lasted at
least 20 years before the divorce, and to a surviving divorced mother.
In order to qualify for any of these benefits a divorced woman is re-
quired to show that: (1) she was receiving at least one-half of her
support from her former husband; (2) she was receiving substantial
contributions from her former husband pursuant to a written agree-
ment ; or (3) there was a court order in effect providing for substantial
contributions to her support by her former husband.

In some States the courts are prohibited from providing for alimony,
and in these States a divorced woman is precluded from meeting the
third support requirement. Even in States which allow alimony, the
court may have decided at the time of the divorce that the wife was
not in need of financial support. Moreover, a divorced woman’s eligi-
bility for social security benefits may depend on the advice she received
at the time of her divorce. If a woman accepted a property settlement
in lieu of alimony, she could, in effect, have disqualified herself for
divorced wife’s, divorced widow’s, or surviving divorced mother’s
benefits.

The intent of providing benefits to divorced women is to protect
women whose marriages are dissolved when they are far along in
years—particularly housewives who have not been able to work and
earn social security protection of their own. The committee believes
that the support requirements of the law have operated to deprive
some divorced women of the protection they should have received and,
therefore, recommends that these requirements be eliminated. The re-
quirement that the marriage of a divorced wife or widow must have
lasted for at least 20 years before the divorce would not be changed.

IE'Vﬁectire date~—January 1973.

wmber of {geople aéfected and dollar payments.—About 10,000 peo-
ple would qualify for benefits and about $23 million in additional bene-
fits would be paid in 1974,

Waiver of Duration of Relationship Requirement for Widow,
Widower, or Stepchild in Case of Remarriage to the Same
Individual

(Sec. 115 of the bill)

To qualify for survivors’ benefits under present law, a worker’s
widow or widower who is not the natural or adoptive parent of a child
of the worker must have been married to the worker for a period of not
less than 9 months immediately prior to the day on which the worker
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died (except where death was accidental or in the line of duty in a
Uniformed Service, in which case the period is 3 months). A stepchild
must have been the stepchild of the worker for a similar period.

This duration-of-relationship requirement is included in the law as
a general precaution against the payment of benefits where the mar-
riage was undertaken to secure benefit rights. The committee, how-
ever, believes that in certain situations the purpose of paying benefits
to widows, widowers and stepchildren is being defeated by the appli-
cation of the duration-of-relationship requirements. In some cases
of divorce and remarriage, the requirements were met at the time
of the divorce but the subsequent remarriage was too recent for the
requirements to be met on the basis of the time elapsing between the
date of the remarriage and the date of the worker's death. It does
not seem appropriate that benefits should be denied in such cases.
Accordingly, the committee has included in its bill a provision which
would waive the duration-of-relationship requirement in present law
for entitlement to benefits as a worker's widow, widower, or stepchild
in cases where the worker and his spouse were previously married,
divorced. and then remarried, the relationship existed at the time of
the worker’s death. and the duration-of-relationship requirement
would have been met if the worker had died on the date when he was
divorced from his spouse.

Effective date—January 1973.

Applications for Disability Insurance Benefits Filed After Death
of Insured Individual

(Sec. 118 of the bill)

Under present law, an application must be filed with the Social
Security Administration to establish entitlement to social security
disability insurance benefits by the disabled worker or, if he is unable
to file an application, by another person on his behalf. In either event,
entitlement to disability insurance benefits cannot be established un-
less the application is filed during the worker’s lifetime. .

In most cases a timely application is filed by or on behalf of a dis-
abled worker who meets the other eligibility conditions of the law, so
that the benefit rights of both the disabled worker and his dependents
are protected. However, in a relatively few cases a disabled worker
who would have been eligible for benefits dies before an application is
filed and his disability benefits are lost. As a result. the living expenses
of the disabled worker during the period of his disablement may re-
main unpaid and become obligations of his survivors. . i

The committee has therefore included in the bill a provision which
would permit disability insurance benefits to be paid if an application
is filed within 3 months after the month of the death of a disabled
worker. Benefit payments which would have been payable upon appli-
cation by the disabled worker would then be payable for up to 12
months prior to the month in which an application is filed. An appli-
cation filed within the 3-month peried would also permit entitlement
to dependents’ benefits to be established. .

Effective date—The provision would apply in cases of deaths occur-
ring after December 31, 1969. In cases in which the disabled worker
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died after December 31, 1969 but prior to enactment of the bill, an
application could be filed within three months after the month of
cnactment and the application would be deemed to have been filed in
the month of death.

Workmen’s Compensation Offset for Disability Insurance
Beneficiaries

(Sec. 119 of the bill)

The committee bill would modify present provisions under which
social security disability benefits are reduced in some cases where the
disabled worker is also receiving workmen’s compensation.

Under present law, when a disabled worker under age 62 qualifies for
both workmen’s compensation and social security disability benefits,
the social security benefits payable to him and his family are reduced
by the amount, if any, that the total monthly benefits payable under the
two programs exceed 80 percent of his average current earnings be-
fore he became disabled. X worker’s average current earnings for this
purpose are the larger of (a) the average monthly earnings used for
computing his social security benefits, or (b) his average monthly
earnings 1n employment or self-employment covered by social security
during the 5 consecutive years of highest covered earnings after 1950,
computed without regard to the limitations which specify a maximum
amount of earnings creditable for social security benefits. The
purpose of these provisions is to avoid the payment of combined
amounts of social security benefits and workmen’s compensation pay-
ments that would be excessive in comparison with the beneficiary’s
earnings before he became disabled.

While the committee subscribes to the principle underlying the
offset provisions—that the combined benefits should be somewhat less
than the worker’s earnings before he became disabled—it believes
that the computation of average current earnings does not, in some
cases, realistically reflect the worker’s earnings level before he became
disabled. The bill therefore provides a third alternative, under which a
worker’s average earnings may be based on his highest year’s earnings
in the period consisting of the calendar year in which he became
disabled and the 5 years immediately preceding that year.

Effective date—January 1973.

Number of people affected and dollar payments.—40,000 people
would get increased benefits on the effective date, 2,000 additional
people would become entitled to benefits, and $22 million in additional
benefits would be paid in 1974.

Wage Credits for Members of the Uniformed Services

(Sec. 120 of the bill)

Under present law, social security coverage is provided on a con-
tributory basis for people who serve in the uniformed services after
1956. The 1967 social security amendments provided (in addition to
the contributory coverage of basic pay) noncontributory wage credits,
usually $300 for each calendar quarter of military service after 1967,
to take account of the wages in kind that servicemen receive.
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The bill would extend the 1967 provision to cover service during the
period 1957-67. This would provide noncontributory credit for service
on active duty for all years that military service has been covered
under social security, and would avoid the serious impairment of
social security protection that now exists for those people (and their
families) whose benefits are based on basic pay only for years of
military service during the period from 1957 through 1967.

The committee bill also would simplify the way the wage credit
is computed. Under present law, a member of a uniformed service
receives a noncontributory wage credit of $100 for any calendar quarter
in which his basic pay for the quarter was $100 or less, $200 for any
calendar quarter in which his basic pay was more than $100 but not
more than $200, and $300 for any calendar quarter in which his basic
pay was more than $200. Under the bill, the noncontributory wage
credits would be $300 for every calendar quarter of service in which a
person receives basic pay, regardless of the amount of basic pay.

The cost of additional social security benefits that would be paid
as a result of the enactment of these provisions would be financed
from general revenues, on the same basis as the benefits resulting from
the present noncontributory wage credits for years after 1967.

Effective date.—January 1973.

Number of people affected and dollar payments.—130,000 people
would get increased benefits on the effective date and $46 million in
additional benefits would be paid in 1974.

Optional Determination of Self-Employment Earnings

(Sec. 121 of the bill)

The present law provides social security credit to self-employed
people on the bas’s of their net earnings from the operation of a trade
or business. However, no credit is allowed for any year unless net
earnings are at least $100 for the taxable year. An optional method of
determining self-employment earnings is provided for farmers. The
option provides that when a farmer’s gross income: . .

(1) is not more than $2,400, his net earnings may, at his option,
be deemed to be two-thirds of the gross income; or
(2) is more than $2.400 and the net earnings are less than
$1,600, his net earnings may, at his option, be deemed to be
1,600.

\Vie’n this optional method is used to determine self-employment
earnings no social security credit is given if the deemed self-employ-
ment earnings are less than $400. . o .

The House-passed bill would provide a similar option for all self- -
employed people. The committee, however, has been informed by the
Social Security Administration of certain technical problems which
would arise under the language of the House bill. Accordingly, the
provision has been redrafted to eliminate these problems. The bill,
therefore. would provide an option t}lat may be use(.l by people who
are regularly self-employed. The option would permit them to deter-
mine their nonfarm self-employment earnings for social security
purposes as the smaller of : (1) two-thirds of their gross income or (2)
$1,600. The nonfarm option, however, could not be used more than 5



times by any self-employed person, and it could be used in any taxable
year only by an individual who had actual net earnings from self-
employment of $400 or more In at least 2 out of the 3 immediately
preceding taxable years. An individual could use the optional method
only if his actual net earnings from nonfarm self-employment were
less than $1,600 and less than two-thirds of his gross income—he could
not use the optional method to report and pay the social security taxes
on an amount less than his actual net earnings. These limitations should
assure that the special method of determining net earnings from non-
farm self-employment would not be available to people who may have
insubstantial amounts of income in a year from a hobby or similar
activity. .
Effective date—Taxable years beginning after 1972.
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Coverage for Vow-of-Poverty Members of Religious Orders

(Sec. 123 of the bill)

Under present law, the services performed by a member of a re-
ligious order who has taken a vow of poverty which are in the exer-
cise of the duties required by the order are excluded from coverage
under social security. The committee’s bill provides that such service
would be covered under social security as employment for the order
(gor for an autonomous subdivision of the order) if the order (or sub-

ivision) irrevocably elects coverage for its entire active membership,
and if the order also makes an irrevocable election to cover its lay
employees.

In 1967 the House passed legislation extending social security cov-
erage to members of religious orders who were under a vow of poverty.
However, when the matter was considered in the Senate, representa-
tives of religious orders requested time for further study of the effects
of coverage. The provision was not included in the Senate-passed bill
which went to conference, and the conference agreed to postpone the
matter pending study by the orders. The provision for extending cov-
crage to members of religious orders which is included in the commit-
tee bill takes into account the recommendations which religious orders
proposed after completing their study.

The committee bill provides that the wages for social security pur-
poses would be the fair market value of any board, lodging, clothing,
and other perquisites furnished to the member, and that the order
which elects coverage would file social security reports on such wages
and pay the employer and employee social security taxes on
them. The committee has been informed that the value of items fur-
nished by an order do not vary significantly from member to member,
so that the order would generally report a uniform wage for each
member. The bill establishes $100 a month as the minimum amount of
wages which may be reported by an order for each of its members. The
committee expects, however, that the minimum figure would not be
used in those instances where it represents less than the fair market
value of the items furnished the member.

Under present law, a nonprofit organization which provides cover-
age for its lay employees, and a State which provides coverage for its
employees or the employees of any of its political subdivisions are
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permitted to provide the coverage retroactively for up to 5 years. Such
a provision enables the employer to reduce the adverse effects of late
entry into social security coverage on the newly covered employees. It
seems reasonable to permit the religious orders the same opportunity
to protect their members. Accordingly, the bill would permit each
order (or autonomous subdivision) to provide up to 5 years of retro-
active coverage for those persons who were active members when the
work was performed and who are alive when the election is made.

Self-Employment Income of Certain Individuals Temporarily
Living vuiside the United States

(Sec. 124 of the bill)

Under present law, social security coverage of self-employment per-
formed by a U.S. citizen outside the United States is subject to major
restrictions because coverage is governed by provisions which were
designed to define liability for income tax purposes. In computing
earnings from self-employment, a U.S. citizen who retains his resi-
dence 1n the United States but who is present in a foreign country or
countries for 510 days (approximately 17 months) out of 18 consecu-
tive months, must exclude the first $20,000 of earned income for in-
come tax and social security purposes.

Some self-employed U.S. citizens—e.g., free-lance newspapermen
or news commentators—work outside the United States for long pe-
riods at a time before returning to the United States. Such citizens
usually had social security coverage before they went abroad. The in-
terruption or reduction of their coverage, because they must exclude
their carned income up to $20,000 « year, has in some instances an
adverse effect on the social security protection of the worker and his
family.

Thg committee bill provides that for social security purposes, U.S.
citizens who are self-employed outside the United States and who re-
tain their residence in the United States will compute their net earn-
ings from self-employment in the same way as those who are self-
employed in the United States; the present exclusion for income tax
purposes will no longer apply with respect to the self-employment
tax but will continue to apply for income-tax purposes. The bill would
not affect the exclusions (for either social security or income-tax pur-
poses) taken by U.S. citizens who have established residence in a
foreign country. o ' .

Efective date—Taxable years beginning after 1972.

Coverage of Federal Home Loan Bank Employees
(Sec. 125 of the bill)

ial Security Amendments of 1956 provided for coverage of
em’I[‘)}llgvégg 1(‘)111: f]: Fm'}eral ITome Loan Banks on condition that their
retirement system be coordinated with social security and that the
plan for coordination be submitted to the Secretary of Health, Educa-
tion, and Welfare and approved by him before July 1, 1957 this con-

dition was not fulfilled.



The Federal Home Loan Bank Board has again requested that
social security coverage be extended to the approximately 500 em-
ployees of Federal Home Loan Banks. These employees are eligible
for retirement coverage under the Savings Association Retirement
Fund which the committee is informed now provides coverage that is
coordinated with the benefits provided under the social security
program. R

The bill would extend coverage to all services performed in the
employ of a Federal Home Loan Bank starting with the first calendar
quarter which begins on or after the date of enactment. Persons who
are Bank employees on the first day of such calendar quarter would
also have any services they performed in the employ of any of the
Banks after the last day of the sixth calendar year before the year of
enactment covered, but only if the employer and employee social se-
curity contribution on account of such services are paid by July 1,
1973, or by such later date as may be provided under an agreement
cntered into between the Banks and the Secretary of the Treasury.
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Policemen and Firemen in Idaho

(Sec. 126 of the bill)

The bill would make applicable to the State of Idaho the provision
in the Social Security Act which makes social security coverage avail-
able, in certain jurisdictions specifially named in the law, to police-
men and firemen who are in positions covered under a State or local
retirement system, on much the same basis as to other persons under
retirement systems. Under present law, the provision applies to 19
States, Puerto Rico, and to all interstate instrumentalities. The 19
States which are now included in the provision are Alabama, Cali-
fornia, Florida, Georgia, Hawaii, Kansas, Maine, Maryland, New
York, North Carolina, North Dakota, Oregon, South Carolina, South
Dakota, Tennessee, Texas, Vermont, Virginia, and Washington.

In Idaho, and in other States not named in the law. social security
coverage is not available to policemen who are in positions covered
under a State or local retirement system. It is available for firemen
under a retirement system in these States, but only if special conditions
set forth in the Federal law are met. The Governor of the State must
certify that the overall benefit protection of the group of firemen which
would be brought under coverage would be improved by reason of the
extension of coverage to the group, and coverage can be extended
only by means of a referendum in which only firemen may vote.

Coverage of Certain Hospital Employees in New Mexico

(Sec. 127 of the bill)

The committee bill would permit the State of New Mexico within 3
months after the month of enactment, to provide social security cover-
age, under its coverage agreement with the Secretary of Health, Edu-
cation, and Welfare, for employees of certain public hospitals without
regard to certain provisions of the Social Security Act which pertain
to the conditions under which a State may bring a group of employees
under social security coverage.



149

As a result of a misunderstanding within the State, certain hospital
employees were covered under the New Mexico Public Employees
Retirement Association for a short period of time. although the cover-
age was unintended as far as the hospital and the hospital employees
were concerned. This period of coverage under the State retirement
system prevents the emplovees in question from obtaining social
security coverage because of the provisions of the Social Security
Act that are designed to protect the rights of such employees against
the replacement of coverage under a State or local government retire-
ment system by social security coverage. The unusual situation in
New Mexico is not the type of situation to which these provisions,
:‘lgsigne;id to provide safeguards for retirement system members. were

1rected.

Coverage of Certain Employees of the Government of Guam
(Sec. 128 of the bill)

Employees of the Government of Guam are not covered under so-
cial security. (Employees of private employers in Guam have been
covered since 1960 on the same basis as workers in the U.S.)

There are about 1,500 employees of the Government of Guam classi-
fied as temporary or intermittent employees who are not covered under
social security and who are excluded from coverage under the govern-
ment retirement system. As a result, they have no protection under
any government retirement system. Under present law, social security
coverage can be provided for these employees only if it is provided
for employees covered under the Government of Guam retirement
system. The Government of Guam has requested that coverage be
provided for temporary and intermittent employees who are excluded
from coverage under the government retirement system.

The committee bill would add a provision to cover on a compulsory
basis the services of temporary and intermittent employees of the Gov-
ernment of Guam who are excluded from coverage under any retire-
ment system established by the Governments of the United States or
Guam. Services performed as members of the Legislature of Guam,
or as an elected official, or in a hospital or penal institution by a patient
or inmate thereof could not be covered under this amendment.

Effective date—For services performed on and after the first day
of the calendar quarter which begins on or after the date of enactment.

Coverage Exclusion of Students Employed by Nonprofit Organi-
zations Auxiliary to Schools, Colleges and Universities

(See. 129 of the bill)

Under present law, serviqes qf a Stllf.lent.pel‘f()!:n“led in the emplgy of
a private nonprofit organization which is auxiliary to a_public or
private school, college, or university at which the student is enrollled
and in regular attendance are gencrally covered under social security.
These auxiliary nonprofit organizations may operate such enterprises
as bookstores, housing, publishing. or food service. The committee is
informed that an unfair situation exists when services performed by
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students in the employ of schools, colleges, or universities in which
they are enrolled and m regular attendance are excluded from social
security coverage while services performed by students for a nonprofit
organization established for the benefit of the same schools, colleges,
or universities are covered.

Therefore, the committee bill provides for the exclusion from social
security coverage of services of students performed in the employ of an
auxiliary nonprofit organization which is organized and operated ex-
clusively for the benefit of and supervised or controlled by the school,
college, or university. However, the provision would not exclude from
coverage services of a student for an auxiliary nonprofit organization
connected with a public school, college, or university whose student
employees are covered under social security pursuant to a State cov-
erage agreement with the Secretary.

E'ffective date.—With respect to services performed after December
1972.

Increase of Amounts in Trust Funds Available To Pay Costs of
Rehabilitation Services

(Sec. 131 of the bill)

The committee bill includes « provision which is intended to in-
crease the number of social security disability beneficiaries who are
rehabilitated and enabled to return to gainful employment. Under
present law, the total amount of trust fund money that may be used
in any year for reimbursing State agencies for the costs of rehabilita-
tion services provided disability beneficiaries may not exceed 1 percent
of the social security disability benefits paid in the previous year. The
committee bill would increase the authorization for use of trust fund
money for rehabilitation in two steps—to 1.25 percent for fiscal year
1973, and to 1.5 percent for fiscal year 1974 and subsequent years.
The Department of Health, Education, and Welfare has informed
the committee that the savings to the trust funds resulting from the
increased number of disability beneficiaries who would be rehabilitated
and returned to employment would substantially exceed the additional
costs of the rehabilitation services.

About $29 million in additional funds would be available in 1974.

Acceptance of Money Gifts Made Unconditionally to Social
Security

(Sec. 132 of the bill)

There is no authorization in the law for the Managing Trustee of
the social security trust funds (by law, the Secretary of the Treasury)
to accept gifts and bequests made to the social security program.
While unrestricted bequests can be deposited in the general funds of
the Federal Government, bequests restricted to the social security
program cannot be accepted without enactment of special legislation.

There is precedent in the law for the Government to accept gifts
for special purposes. The Secretary of Health, Education, and Welfare
can accept gifts for certain divisions of the Public Health Service (such
as the National Library of Medicine, the National Cancer Institute,
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the National Heart Institute, and St. Elizabeths Hospital), and the
Cuban refugee program.

There have been some cases where money has been bequeathed to
the social security trust funds. Because such a bequest cannot be
accepted, confusion and delay in settling the estate may have resulted.
The Department of Health, Education, and Welfare points out that
while the amount of money lost to the trust funds is insignificant, it
seems unjustifiable that an act presumably motivated by apprecia-
tion for, and confidence in, a Government program should cause com-
plicated legal problems for the survivors.

The committee bill, therefore, includes a provision which would
authorize the Managing Trustee of the social security trust funds to
accept money gifts or bequests made unconditionally to the trust funds
or to the Department of Health, Education, and Welfare, or any part
or officer thereof, for the benefit of any of the social security trust
funds or any activity financed through such funds, and to deposit
such gifts or bequests in the social security trust funds.

Under this amendment, gifts would be credited to the particular
trust fund designated by the donor (the old-age and survivors insur-
ance trust fund, the disa{»ility insurance trust fund, the hospital insur-
ance trust fund, or the supplementary medical insurance trust fund).
If no fund is designated, the gift would be credited to the old-age and
survivors insurance trust fund.

Payment in Certain Cases of Disability Insurance Benefits With
Respect to Certain Periods of Disability

(Sec. 133 of the bill)

Under a 1967 amendment certain disabled people were allowed to
establish a period of disability—the so-called disability freeze-—even
though the period provided in the law for filing effective applications
had terminated. This 1967 provision was designed to protect a limited
number of people who, when the disability program was new, had
been so severely disabled that they did not have the opportunity or
ability to file an application.

The committee has been informed that these people also lost benefits
which would otherwise have been paid. Therefore, the committee bill
would provide for the payment of cash disability benefits for periods
of disability that began after 1959 and ended prior to 1964 that have
been established by those persons under the 1967 amendments.

Recomputation of Benefits on Combined Railroad and Social
Security Earnings

(Sec. 134 of the bill)

A social security beneficiary may receive benefits in a given year
based only on earnings in prior years; but his primary Insurance
amount is automatically recomputed from year tg' year if he has
current earnings. Recomputation is provided for “if an 1nd1:1due.11
has wages or self-employment income for a year after 1965.” This
wording has inadvertently created a problem when people are entitled
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to benefits under both the social security and railroad retirement
systems.

A living individual with entitlement to both social security and
railroad retirement benefits may receive benefits separately under
both systems. If he dies, however, his survivors may receive benefits
from only one system, based on his combined earnings under both
systems. Thus, upon his death, a recomputation is necessary. The
language of the law has been interpreted as preventing the Social
Security Administration from automatically recomputing survivor
benefits based on combined social security and railroad retirement
earnings where the deceased person retired before 1966 and had no
earnings after 1965. A specific provision in the law is needed to make
it clear that survivor’s benefits will continue to be based on the worker’s
combined social security and railroad earnings.

Effective date—Upon enactment.



2. PROVISIONS OF THE HOUSE BILL THAT WERE MODIFIED BY THE
COMMITTEE

Special Minimum Primary Insurance Amount
(Sec. 101 of the bill)

Under present law, in order to be eligible to receive any social
security retirement benefit, an individual must have worked at least
a specified amount of time in employment covered under the social
security program. Eventually, everyone will need 10 years of employ-
ment covered under social security in order to be eligible for retire-
ment benefits; however, a man reaching age 65 in 1960 required only
21 years of covered employment to be eligible for retirement benefits;
one attaining age 65 in 1965 required only 314 years of covered em-
ployment; and a man reaching age 65 in 1971 required only 5 years
of covered employment.

Once an individual has sufficient years of covered employment to be
eligible for social security benefits, the amount of the benefit for which
he is eligible is calculated on the basis of his average earnings in cov-
ered employment, including years with no earnings if his employment
under the social security program is slight. For example, the benefits
for men retiring at age 65 in 1972 generally are based on their 16 years
of highest earnings after 1950 under the social security system; a man
with 16 years of earnings of $250 monthly will have the same average
monthly earnings as one with 8 years of earnings of $500 monthly
combined with 8 years of no earnings under social security. Thus, the
committee feels that it would be appropriate in increasing benefits to
distinguish between individuals whose low average earnings result
from only slight connection with covered employment and those indi-
viduals who worked for years at low wages.

Beginning September 1972, an individual whose average monthly
earnings are less than $76 is eligible for a monthly social security
benefit of $84.50. Typically, an individual has average wages of Tess
than $76 monthly because for a number of years he was not working in
covered employment at all, and these years of no earnings, when aver-
aged in with the years of covered employment, brought his average
wages to a low level. This would occur if an individual spent most of
his working career in employment not covered under social security
but instead covered by another public pension system (such as employ-
ment in the Federal civil service, under a State retirement system not
linked to social security, or as a policeman or fireman). A woman who
spent most of her adult life not working but who had some earnings
under social security would ordinarily receive wife’s or widow’s bene-
fits based on her husband’s earnings under social security ; however, if
he receives another public pension because he never worked under so-
cial security, she will probably be receiving the minimum benefit even
though his pension benefit may be substantial.

(153)
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Thus, it appears that many, if not most, people receiving the mini-
mum benefit under social security are doing so because they have had
little connection with employment covered under social security.

On the other hand, many people receive relatively low social secu-
rity benefits becausc they have worked for years at low wages under the
social security system. For example, an individual with average wages
of $200 monthly (whether he worked for 30 years under social security
or only for 10 years) receives monthly social security benefits of
$154.40, and a person with average earnings of $250 monthly (regard-
less of the number of years worked under social security) is eligible for
monthly benefits of $174.80. These amounts represent the benefits to a
single person retiring at age 65; a married couple would receive an
additional 50 percent.

The House bill would provide a new special minimum benefit of $5
times the number of years of coverage a person has under social secu-
rity. The benefit would be $85 for a person who had 17 years of cover-
age, $100 for a person with 20 years of coverage, $125 for a person with
25 years of coverage, with a maximum of $150 for a person with 30
or more years of coverage.

The committee is recommending a special minimum benefit under
the program which would provide a payment of $200 per month ($300
for a couple) for persons who have been employed in covered em-
ployment for at least 30 years. This benefit would be paid as an
alterlnative to the regular benefit in cases where a higher benefit would
result.

Specifically, the amendment would provide a special minimum of
$10 per year for each year of coverage in excess of 10 years (there
would be no credit for the first 10 years of coverage). Under this
provision, the new higher minimum benefit would become payable to
people with 19 or more years of coverage; at that point, t};le special
minimum benefit would be more than the regular minimum—g$90 as
compared to the regular minimum benefit of $84.50. A worker with
20 years of coverage under social security would receive a mini-
mum benefit of $100; one with 25 years would receive a minimum of
$150, while one with 30 years would receive $200 a month. Minimum
payments to a couple would be one and one-half times these amounts.

The minimum benefits under the amendment for persons with vari-
ous years of covered employment are shown in the following table:

Years of covered employment: Special minimum benefit
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These special minimum benefits would not be raised under the auto-
matic benefit increase provisions of the law.

_Under the bill, for purposes of determining the amount of an in-
dividual’s special minimum benefit, the number of years of coverage
for the period 1937-1950 would be determined on a presumptive basis
by dividing the total wages credited to an individual for vears »fter
1936 and prior to 1951 by $9C0, disregarding any fraction and limit-
ing the total to 14. (This method is a practical way to deter-
mine years of coverage for the period 1937-1950 because the records
of the Social Security Administration available for machine use indi-
cate total earnings for the entire 14-year period but not earnings for
individual years.) The number of years of coverage after 1950 would
be determined on an individual-year basis; each year for which the
individual is credited with wages and self-employment income of at
least 25 percent of the contribution and benefit base for that year would
be a year of coverage. The amount used for determining years of cover-
age before 1951 has been set at $900, rather than 25 percent of the
$3,000 base ($750) in effect before 1951 as an offset to the generous
treatment resulting from the use of the presumptive basis.

Effective date—Janunary 1973.

Number of people affected and dollar payments—700,000 people
would become eligible for additional benefits on the effective date and
$152 million in additional benefits would be paid in 1974,

Delayed Retirement Credit
(Sec. 103 of the bill)

Under present law, a person who continues working and delays
retirement beyond age 65 pays contributions on his earnings, foregoes
benefits, and may get no more in monthly benefits when he finally
retires than he would have been paid had he retired at age 65. In some
cases, however (where average monthly earnings increase due to work
after age 65) monthly benefits can be greater than the benefits that
would have been paid at 65, because earnings in years after 65 can be
substituted for lower earnings in prior years in figuring the average
earnings on which benefitsare based.

The committee bill would provide increased benefits for people
who do not get benefits because they are working between ages 65
and 72. . .

Beginning with the month of attainment of age 65 and ending with
the month before the month in which a worker reaches age 72, his
benefit would be increased by one-twelfth of 1 percent for each month
for which his benefit was not payable.

As under present law, benefits would be recomputed for any year
after age 65 in which a person has earnings. Benefits reflecting the
increase (after taking into account the months in which a worker was
insured but for which he got no benefits) would be payable beginning

llowing January.
th%(f)(; Iexamgle, a mgn who retires‘at age 65 i_n Janqary 1973 with
earnings of $1,000 in each year of his computation period could get a
monthly benefit of $205.80 for each month of 1973. If he worked for
12 months in 1973, earning $6,000, his average monthly earnings would

78-178 0—72——11
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be increased from $333 to $343, and his benefit before application of
the delayed-retirement credit provision would be increased to $211.20.
This amount would then be increased by 1 percent to $213.40.

The delayed-retirement increment—unlike the increase resulting
from the increase in average monthly earnings—would apply to the
old-age insurance benefit only, and would not affect benefits of de-
pendents or survivors.

The provisions of the committee bill would require the recomputa-
tion of the benefits payable to all retired workers now on the benefit
rolls to take account of months (beginning with January 1940) for
which benefits were not paid between ages 65 and 72 because of earn-
ings from work. In this respect it differs from the House-passed pro-
vision which would only take account of months after 1970 for which
benefits were not paid between ages 65 and 72 because of earnings.

Effective date.—January 1973.

Number of people affected and dollar payments.—5 million people
would get increased benefits on the effective date and $198 million in
additional benefits would be paid in 1974.

Liberalization and Automatic Adjustment of Earnings Limitation
(Sec. 105 and Sec. 106 of the bill)

Under present law, if a beneficiary under age 72 earns more than
$1,680 in a year, his benefits are reduced by $1 for each $2 of earnings
between $1,680 and $2,880 and by $1 for each $1 of earnings above $2,-
880. However, full benefits are paid, regardless of the amount of annual
earnings, for any month in which the beneficiary neither works for
wages of more than $140 nor renders substantial services in self-
employment. Under the committee bill, beginning in 1973, a beneficiary
would receive the full amount of his benefits each month if his an-
nual earnings did not exceed $2,400 (compared with $2,000 in the
House bill); the bill would also increase from $140 to $200 the
amount of wages a beneficiary may earn in a given month and still
get full benefits for that month. In addition, the committee bill would
provide that only $1 in benefits would be withheld for each $2 of
earnings above $2,400, regardless of how high the earnings might be.

The committee bill, like the House bill, would also change the retire-
ment test as it applies in the year in which a worker reaches age 72.
Under present law, benefits are not withheld after age 72. However,
in the year in which a beneficiary reaches age 72, earnings in and after
the month in which he reaches age 72 are counted in determining his
annual earnings and thus have an effect on whether benefits are reduced
or withheld for the months before he reached age 72.

Many beneficiaries believe that earnings after they reach age 72 do
not affect benefits for the year in which they are 72. However, the law
requires that they be included in the individual’s earnings for that
year, and as a result some people receive—and have to repay—excess
benefits because of this misunderstanding.

_To eliminate this confusion, the committee bill would pro-
vide that only amounts earned before the month in which the
beneficiary became 72 would be used in determining his earnings for
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the year. (A self-employed person would have his self-employment
earnings for the year prorated to each month in his taxable year.)

. The provisions in the House bill providing for automatic increases
in social security benefits and in the contribution and benefit bases
were enacted into law on July 1, 1972, as part of H.R. 15390 (Public
Law 92-336).

Under the provisions of the bill reported by the committee, as under
the House bill, the retirement test exempt amount—the amount a bene-
ficiary under age 72 can earn in a year and still receive all his bene-
fits—would be automatically increased in proportion to the increase in
the level of average covered wages in the first quarter of the year in
which the computation is made over the level of average covered
wages in the first calendar gquarter of the later of: the most recent
year in which an increase in the retirement test exempt amount was
enacted, or the most recent year in which a determination was made
to automatically adjust the exempt amount. The exempt amount would
be automatically increased in the same manner as the contribution and
benefit base is increased under present law. Like the base increases, the
automatic retirement test increases would occur only when there is an
automatic increase in benefits. This provision would provide retire-
ment test changes current with increases in earnings and would avoid
extended lags between such increases and changes in the test.

Effective date—The earnings limitation would be increased to
$2,400 beginning January 1973; the first automatic increase could be
effective for January 1975.

Number of people affected and dollar payments—1.2 million bene-
ficiaries would become entitled to higher benefit payments when the
earnings limitation is raised to $2,400, and additional people would
become entitled to benefits. About $1.1 billion in additional benefits
would be paid in 1974.

Benefits for Child Based on Earnings of Grandparent
(Sec. 113 of the bill)

The House-passed bill would add a new provision to the law so that
the grandchild of a retired, disabled or deceased worker (or of his
spouse) can, under certain circumstances, qualify for child’s insurance
benefits where both of the child’s parents are dead. There is no provi-
sion now in the law that provides benefits for a child based on the
earnings of a person other than his parent or stepparent.

The committee agrees with the House that for some children, the
present provisions do not provide sufficient protection. However the
House-passed bill does not make provision for children whose parents
are severely disabled and who are cared for and supported by a grand-

arent. The committee bill would modify the House bill to provide
Eeneﬁt payments to these cnildren as well as to those whose parents
have died. . o

aT%e committee bill like the House bill also modifies the benefit eligi-
bility requirements, as they would apply to grandchildren, for a child
who is adopted after a worker’s death by his surviving spouse. In order
to qualify for benefits under present law, the child must be adopted
within 2 years of the worker’s death if the worker had not instituted
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adoption proceedings before his death, and the child must not have
been receiving reguiar contributions toward his support from any per-
son other tnan the worker or his spouse or from a public or private
welfare orgamzation which furmishes services or assistance for
chuidren. i

The committee believes that while these requirements are appro-
priate and desirable in most cases, they are too restrictive for grand-
children. The committee bill would modity these requirements as they
would apply to grandchildren. )

Under the committee bill, a grandchild of a worker, or of his
spouse, could qualify for child s insurance benefits if: (1) the child was
living ‘with, and receiving at least one-half of his support from the
worker for the year immediately before the worker became disabled,
or became entitled to old-age or disability insurance benefits, or died;
(2) the child began living with the worker before he attained age 18;
and (3) at the time the worker became disabled or became entitled to
old-age or disability benefits or died the child’s natural or adopting
parents or stepparents were not alive or were disabled (as defined for
purposes of social security disability benefits), or the child was adopted
by the worker’s surviving spouse after the worker’s death and the
child’s natural or adopting parent or stepparent was not living in the
worker’s household and making regular contributions toward the
child’s support at the time the worker died.

A child who was born in the 1-year period during which he would
otherwise be required to have been living with and receiving at least
one-half of his support from the grandparent would be deemed to meet
the requirement 1f he was living with the grandparent in the United
States and receiving at least one-half of his support from the grand-
lI))a,rent for substantially all of the period occurring after the child was

Orm.
Effective date—January 1973.

Reduction From 6 to 4 Months of Waiting Period for Disability
Benefits

(Sec. 116 of the bill)

The committee bill, like the Senate-passed bill in the 91st Con-
gress, would modify the House-passed bill by reducing the waiting
Eeriod for disability insurance benefits by two months, rather than

y one month. Under present law, entitlement to disability benefits
cannot begin until after 2 worker has been disabled throughout a wait-
ing period of 6 consecutive full months. For example, if a worker be-
comes disabled on January 10, the waiting period is the 6 full months
February through July; his first month of entitlement to benefits is
August, and the first benefit check is payable early in September. No
benefit is payable, however, unless the disability is expected to last
(or has lasted) at least 12 consecutive months, or to result in death;
this latter provision would not be changed by the committee bill.

While many workers have some protection against loss of income
due to sickness or disability under various public or private plans
(such as group policies, sick-leave plans, etc.), such protection usually
expires before the end of the present disability waiting period. Reduc-
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ing the waiting period from 6 months to 4 months would diminish
the financial hardships faced by those workers who have little or no
savings or other resources to fall back on during the early months of
long-term total disability.
N/}'ecti've date.—January 1973.

umber of people affected and dollar payments—950,000 benefici-
aries would become entitled to higher benefit payments and 8,000 addi-
tional people would become entitled to benefits during 1974. About
$274 million in additional benefits would be paid in 1974.

Disability Benefits for Individuals Who Are Blind
(Sec. 117 of the bill)

To be insured for disability protection under present law, a worker
must be fully insured and meet a requirement of substantial recent
covered work. Generally, to meet the latter requirement, a disabled
worker needs at least 20 quarters of social security coverage during
the period of 40 calendar quarters ending with the quarter in which
he became disabled ; a special provision takes into account the fact that
workers who are disabled while young may have been in the work force
for a relatively short time.

The committee recommends—as it did in the 91st Congress—an
extension of social security disability protection to additional blind
persons by providing that a blind person would be insured for disa-
bility benefits with six quarters of coverage earned at any time.

In addition to changing the insured-status requirements, the com-
mittee bill would change the definition of disability for the blind to
permit them to meet the definition regardless of their capacity to
work, and to receive disability benefits regardless of whether they
work. Under present law, a blind person must be unable to engage in
any substantial gainful activity, or if age 55 or over, unable to engage
in substantial gainful activity requiring skills or abilities comparable
to those used in any previous work, in order to be considered disabled
for benefit purposes. . .

Under present law, disability benefits are not payable after attain-
ment of age 65, but the beneficiary automatically becomes entitled to
old-age benefits. The bill would permit blind persons who have six

narters of coverage to continue to receive disability benefits, rather
than retirement benefits, beyond age 65, and because they would be
receiving disability benefits rather than retirement benefits, they would
not be subject to reduced benefit pavments under the retirement test.

The bill would also exclude blind persons from the requirement of
present law that disability benefits be suspended for any months dur-
ing which a beneficiary refuses without good cause to accept voca-
tional rehabi]itatio; serv1cei.9 -

G ate.—Janua .

Eu;fgg-eo‘; people aﬁ'ecgd and dollar payments—250,000 additional
people would become eligible for benefits on the effective date and $246
million in additional benefits would be paid in 1974.
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Payments to Disabled Former Employee or to Survivor or Estate
of Former Employee

(Sec. 122 and Sec. 140 of the bill)

Under present law, social security taxes must be paid on wages paid
to an employee after he becomes totally disabled or to an employee’s
estate or survivor after the year the employee dies even though the
wages cannot be used to determine eligibility for or the amount of so-
cial security benefits. These provisions have worked a hardship, par-
ticularly in the case of life insurance salesmen whose renewal commis-
sions have been taxed for many years after their death without increas-
ing the social security benefits. Accordingly, the House-passed bill
would exclude from the definition of wages amounts earned by a
worker in covered employment which are paid after the year in which
he died. The committee believes, however, that similar provision should
apply to disability insurance beneficiaries and has modified the House
bill accordingly by adding such a provision to the bill.

The provision would be effective with regard to any payment made
after December 1972.

Issuance of Social Security Numbers and Penalty for Furnishing
False Information To Obtain a Number

(Sec. 130 and Sec. 137 of the bill)

Under present law, social security acconnt numbers are issued unon
application, often by mail, upon the individual’s motion. Criminal
penalties are provided for any person who makes a false representation
to obtain payment of social security benefits which are not due him.
These penalties may be applied, for example, if a person attempts to
get benefits based on his own earnings under more than one social se-
curity number, or to avoid having his benefits withheld under the re-
tirement test by drawing benefits under one number while continning
to work for high earnings under a false name and another number,
or to continue to draw disability benefits while engaged in substantial
gainful employment under another name and number. Penalties are
not provided in the social security law for those individuals who give
false information in order to secure multiple social security numbers
with an intent to conceal their true identities.

Two types of sitnations have recently been brought to the com-
mittee’s attention which demonstrate the ease with which additional
social security numbers can be obtained and subsequently used for
fraudulent purposes. The first situation involved the use of several
social security numbers in applying for welfare payments under dif-
ferent names; the second situation concerned the use of social security
numbers by aliens entering the United States illegally.

The committee does not believe that Congress should permit the lax
system of issuing social security numbers to facilitate evasion of other
Federal laws or fraud against federally financed programs. Accord-
ingly, there is a need to take steps to eliminate the issuance of more
than one social security number in the future and to provide penalties
for the fraudulent obtaining or use of a social security number. It is
the committee’s belief that more orderly rules for the issuance of num-
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bers would make it difficult for an individual to obtain a number, or
an additional number, in order to hide his true identity and thus obtain
benefits to which he is not entitled or to obtain a job for which he is
not eligible.

To deal with this situation, the committee proposes that today’s
system of issuing social security numbers on a case-by-case basis be
replaced bv more orderly and systematic rules under which most num-
bers would be issued through economical group registrations. Specifi-
cally, under the committee bill, numbers in the future generally would
be issued at the time an individual enters the school system ; for most
persons, this would be the first grade. In the case of non-citizens enter-
ing the country under conditions which would permit them to work,
numbers would be issued at the time they enter the country or in the
case of a person who may not legally work at the time he is admitted
to the United States, at the time his status changes. In addition to
these general rules, numbers would be issued to persons who do not
have them at the time they apply for benefits under any federally
financed program.

After the procedures for issuing social security numbers to school
children, aliens, and welfare applicants have been mn effect long enough
to support the presumption that all persons above school entrance age
have been enumerated, the burden of proof would rest on every appli-
cant for a social security number above school entrance age to provide
convincing reasons establishing that he had not previously been as-
signed a social security number. When such individuals established
to the satisfaction of the Social Security Administration that they had
been assigned no number previously, they would be assigned numbers
using the personal data provided by birth certificates or other con-
vincing documents.

Social security numbers are currently used for many purposes be-
yond the social security system. For example, they must be used by
taxpayers in filing their income tax returns and in opening bank ac-
counts or purchasing securities. Similarly, they are used in applying
for jobs, credit cards and drivers’ licenses. For this reason, the commit-
tee’s amendment largely relates to the point in time at which a number
is issued, and not to whether it is issued to someone who will never need
it for social security purposes. Moreover, the committee has been in-
formed that the cost of a group issuance as contemplated by the com-
mittee amendment vrill be substantially Jess in the long run than issuing
numbers on an ad hoc individual basis as is now being done.

As a corollary to this more orderly system of issuing social security
account numbers, the committee amendment would provide criminal
penalties for an individual who (1) knowingly and willfully uses
a social security number that was obtained with false information to
obtain benefits under a program financed in whole or in part from Fed-
eral funds, or (2) uses someone else’s social security number or a num-
ber purporting to be a social security number, to conceal his true
identity. Under the amendment, the penalty would involve a fine of
up to $1,000 or imprisonment for up to one year or both. The commit-
tee changes are designed to perfect and improve upon features of the
House bill relating to false information with respect to social security
numbers.

Effective date—On enactment.
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3. PROVISIONS ADDED BY THE COMMITTEE
Sister’s and Brother’s Benefits

(Sec. 138 of the bill)

Under the present law, social security protection is provided for
a worker’s wife, widow and children and when actual dependency is
established, for the worker’s aged husband, widower and surviving
parent. While these provisions take care of most of the situations in
which a person could lose a source of support when a worker retires,
becomes disabled or dies, there are some situations in which a sister
or brother may be dependent on the worker but can not qualify for
social security benefits. These situations are few in number and come
about, for example, when a sister remains at home to be a housekeeper
for a bachelor or widowed brother or when a severely disabled man
or woman is supported by a brother or sister.

The committee believes that in these situations benefits might be
appropriately paid to a brother or sister. Thus, the committee bill pro-
vides for the payment of monthly benefits to a dependent sister who:

(a) hasattained age 62,

(b) was receiving at least one-half of her support from her
brother at the time he became entitled to benefits, was disabled
or died, and

(¢) who files proof of dependency within two years after the
time of her brother’s retirement, disability, or death.

Payments would also be made to the disabled brother or sister, re-
gardless of age whose disability began before age 22 and who:

(a) was receiving at least one-half of his, or her, support from
a brother or sister at the time he became entitled to benefits, was
disabled or died, and

(b) who files proof of dependency within two years after the
time of his brother’s retirement, disability, or death.

In the case of a living worker, the benefit payable would be one-half
of the worker’s disability or retirement benefit. If the worker has died,
the benefit to the surviving dependent brother or sister would be 8214
percent of the worker’s retirement benefit when only one such person
qualifies for a benefit and 75 percent of the retirement benefit when
more than one such benefit is payable. (In the case of a deceased
worker, the benefit amounts would be determined in the same way
{:hat) benefits for dependent parents are determined under present

aw.

Effective date.—January 1973.

Number of people affected and dollar payments—50,000 additional
people would become eligible for benefits on the effective date and $79
million in additional benefits would be paid in 1974.

Refund of Social Security Tax to Members of Certain Religious
Faiths Opposed to Insurarce

(Sec. 139 of the bill)

Since the enactment of the Social Security Amendments of 1965,
members of certain religious sects, who have conscientious objections
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to social security by reason of their adherence to the established
tenets or teachings of the sect, may be exempt from the self-
employment tax provided they also waive their eligibility for social
security benefits. This exemptlon is not available, however, for “em-
ployees” covered by the social security tax. The exemption was
written largely to relieve the Old Order Amish from having to pay
the social security tax when, because of their religious beliefs, they
would never draw social security benefits.

As indicated above, the 1965 amendment applies only to members
of a religious sect who are self-employed; it does not apply to mem-
bers of the same sect who work as employees. The report of the
Finance Committee in 1965 makes clear that this distinction was
intended. It reads in part:

“The proposed exemption would be limited to the self-employment
tax under social security since those persons for whom the payment
of social security taxes appears to be irreconcilable with their religious
convictions also, by reason of their religious beliefs, limit their work
almost entirely to farming and to cerfain other self-employment.”

In the interval since the 1965 amendment was enacted, an increasing
number of members of the Amish sect have become employees. To
some extent this is a result of the unavailability of farm land in areas
where they reside. In large measure, in the past, the Amish have
confined their labors to agricultural pursuits.

In recognition of the changing pattern of employment, the com-
mittee concluded that it was appropriate to extend employees the ex-
emptions that are now available only to the self-employed.

Under this provision, an employee who receives wages where the
social security tax is deducted may, if the “anthorization” under this
provision applies, obtain a credit or refund of this tax. o

To obtain this treatment, the individual must file an application
for the authorization for credit or refund of the social security tax.

lify for this authorization: o )
To qua‘(1)ythe individual must belong to a religious sect, which con-
scientiously objectls to the acceptance of benefits under private or

ic insurance plans; .
pu})%l)c 1iltslsrl;lmst bep the i)ractice of the sect to make provision foxl'
dependent families wgich is reasonable in view of their genera

g;an . .
Sta(lll’»d)mt‘ill: fs}elcvtmrgl’lst have been in existence at all times since
1950. i v

A(Ei?iir)rrllg?lry?:ligor the refund or credit to be ayallab%:a theflndl;ldua;
involved must be a member of a sect (or a division thereof) }1;@ erre 1
to above and an adherent of the established tenets or teachings o
the sect (or division), anddthe Secretary of the Treasury may require

i 1 he deems necessary. .
Suﬂl :Kiﬂﬁl&cig fc%::i at?mt the allowance of a credit or refund for the
employee’s portion of the social security tax does not involve any
forgiveness of the employer portion of the social security tax. ol

In order to give effect to this wwaiver, a provision is added to the SOﬁla
Security Act (section 202(v)) making it clear that where such a

aiver as been filed, no benefit payments are to be made with respect
X)atl}‘;:!;m‘ges or self—er’nployment income of such individual and no pay-
ments are to be made to him on the basis of the wages or self-employ-
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ment income of any other person so long as the individual’s authoriza-
tion remains effective. . .

Finally, the individual must waive his eligibility for social security
and medicare benefits (under titles II and XVIII of the Social
Security Act) on the basis of his wages and self-employment income
or on the basis of the wages and self-employment income of any other

erson.

P The credit or refund is applicable to wages paid for the first calendar
year after 1972 throughout which the individual meets the require-
ments specified above, and in which an application for authorization
is filed (except that if an application is filed on or before the date
prescribed by law for filing an income tax return for a year the appli-
cation may be treated as having been filed in the calendar year in which
the taxable year begins). The refund or credit ceases to be available
in the first calendar year in which the individual ceases to meet the
requirements specified above, or the sect (or division thereof) of which
the individual is a member, is found by the Secretary of Health,
Education, and Welfare to no longer meet the requirements applicable
to it.

Effective date—January 1973.

Lump Sum Death Payment When Body Is Not Available for
Burial

(Sec. 141 of the bill)

In a bill enacted last year (P.L. 92-223) the Congress provided, for
deaths occurring after 1970, that the costs of memorial and other ex-
penses connected with the death of an insured individual can be con-
sidered as funeral expenses even though the body of the deceased
individual (for example a member of the Armed Forces who died in
Southeast Asia) is not available for burial or cremation.

Under the provisions of the bill reported by the committee, this
provision would be made retroactive to cover deaths occurring after
1960 and would therefore cover the entire period of U.S. involvement
in the Southeast Asian conflict.

Effective date.~—~Upon enactment.

Disposition of Underpayments
(Sec. 142 of the bill)

Under present law, when a beneficiary dies before receiving social se-
curity cash benefits due him payment may be made only to a surviving
spouse, child, parent, or legal representative of the deceased benefici-
ary’s estate, in that order of priority.

Where there is no surviving spouse, child, or parent and the de-
ceased beneficiary’s estate consists of little more than social security
benefits due, payment may not be made because some survivors find it
too costly to take action necessary to become the legal representative of
the estate. When the present order of priority was under consideration
in 1967, the committee added a further category under which under-
payments could be paid to persons related to the deceased individual
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by blood, marriage, or adoption. The Senate change was dropped from
the bill by the conference committee. Since then, experience has shown
that disposition of underpayments can be made in only about 60 per-
cent of the cases without formal probate proceedings. Where formal
probate procedures are necessary, the minimum cost is about $200,
while 90 percent of underpayments amount to less than $150.

. The committee amendment provides that if there is no survivor
in the categories listed in present law, any other relative (by blood,
marriage, or adoption) of the deceased social security beneficiary may
be determined by the Secretary, under regulations, to be the appropri-
ate person to receive, on behalf of the estate, any social security pay-
ments due the deceased under title IT of the Social Security Act. This
provision was contained in the bill reported by the committee in 1970.

Effective date—On enactment.

Treatment of Income From SIale of Certain Literary or Artistic
tems

(Sec. 143 of the bill)

The purpose of the social security earnings test is to provide a
practical way of determining whether a person has retired and thus
suffered a reduction in income from current work. Accordingly, the
law exempts from the test what may be broadly classified as nonwork
income such as income from rents, dividends, interest, and pensions.
The committee has been informed that an additional class of unearned
income—income from the sale of literary and artistic properties
created before age 65 but sold after age 65—is currently considered
to be earned income. These properties however, are similar to savings
or investments in that the income they generate does not result from
current work effort. The committee believes that income from their
sale should not be counted in determining an individual’s income under
the earnings test.

The committee therefore added a provision to exclude income from
sale of certain literary or artistic items created before age 65 from
income for purposes of determining the amount of benefits to be with-
held under the social security earnings test. Under existing law, such
income is not counted if it is derived from a literary work which was
copyrighted before age 65. Under the amendment, the income is not
counted for earnings test purposes, regardless of whether or not the
work is copyrighted, so long as the work which produced the literary
or artistic item was performed before age 65.

Effective date.—January 1973.

Louisiana Registrars
(Sec. 144 of the bill)

The committee has added a provision to the House bill, applicable
only to registrars of voters and employees of the registrars, in the
State of Louisiana, which would permit the removal of services per-
formed by these workers from social security coverage. About 150

workers are involved.
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Under the provision, the registrars and their employees would be
given one year in which to decide if they wished to continue their
social security coverage and if by December 31, 1973, they decide that
they do not wish to do so, and the State notifies the Secretary of
Health, Education, and Welfare of its intent to terminate coverage,
this coverage would be terminated effective January 1976. Thus, the
termination of coverage would not be effective for 2 years in accord
with the provision of present law that a State cannot terminate cov-
erage of a group of employees until 2 years after it has advised the
Secretary of Health, Education, and Welfare of its intent.

This same provision was contained in the committee bill in 1970.

Social Security Coverage for Foreign Missionaries
(Sec. 145 of the bill)

Under present law, ministers working abroad who have not elected to
be exempt from coverage and who are employees of an American
employer or serve a predominantly American congregation compute
their earnings for social security purposes without regard to the exclu-
sion for social security and income tax purposes of up to $20,000 of
earned income of Americans working abroad. They are therefore cov-
ered by social security. Section 130 of H.R. 1 includes amendments
which eliminate the $20,000 exclusion of income earned abroad, for
purposes of determining social security coverage, for any U.S. citizen
provided he is a resident of the United States during the taxable
year.

In order to remove any question as to the social security coverage
of U.S. citizens who are priests serving foreign congregations out-
side the United States and who do not maintain a residence in the
United States, the committee added a provision to the House-passed bill
removing the requirement that a minister or member of a religious
order with earned income abroad must have been either an employee of
an American employer or serve a congregation which is composed pre-
dominantly of U.S. citizens in order to compute income for social
security purposes without regard to the $20,000 exclusion.

Effective date—Taxable years beginning after 1972.

Exclusion From State and Local Coverage of Certain Students
and Certain Part-Time Employees

(Sec. 146 of the hill)

The committee added a provision to the House bill which would per-
mit a State to modify its social security coverage agreement with the
Secretary of Health, Education, and Welfare so as to remove from
coverage two types of services—services of students employed by the
public school, college, or university which they are attending, and the
services of employees of the State or a political subdivision in part-
time positions. Under present law, both types of services can be ex-
cluded at the time social security coverage is provided for employees
of State or local governments, but some States did not elect to exciude
the services. There are valid reasons for excluding from coverage em-
ployees in these two categories, and some States now wish to exercise
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the option they could have made at the time social security coverage
was provided for State and local government employees. However,
under present law they cannot do so without terminating the coverage
of all employees in the affected group. Under the bill, a State could
exclude these two types of employment by modifying its coverage
agreement with the Secretary of Health, Education, and Welfare
before January 1,1974.

Wage Credits for World War II Internees
(Sec. 147 of the bill)

The committee added to the House-passed bill a new provision
designed to protect the rights to social security benefits of certain
U.S. citizens of Japanese ancestry who were interned by the U.S. Gov-
ernment during World War II. The credits are intended as a replace-
ment of the wage credit that these internees would have obtained had
they not been prevented from working by their internment. Thus, the
committee bill would provide noncontributory wage credits for in-
ternees who were age 18 and older. The credits will be determined on
the basis of the then prevailing minimum wage or the individual’s
prior earnings, whichever is the larger.

Effective date—January 1973.

West Virginia Policemen and Firemen
(Sec. 148 of the bill)

The committee has been informed that certain policemen and fire-
men in West Virginia have been paying social security contributions
but that the Social Security Administration ruled (and the courts
have agreed) that the law does not provide for this coverage. Under
the law, policemen in West Virginia are not allowed coverage if they
are also covered under a State or local retirement program and fire-
men under a State or local retirement program are not allowed cov-
erage unless certain specified conditions are met. The laws of West
Virginia require certain local governments to provide a retirement
program for their employees, including policemen and firemen, but
some of the local governments have not provided the programs and
instead have relied on social security coverage to provide retirement,
disability, and survivor insurance for their employees. Because this
coverage for policemen and firemen, but not for other employees has
been determined to be in conflict with the present law, the committee
bill includes a provision which will permit the State of West Virginia
to modify its social security coverage agreements to provide retro-
active coverage for the policemen and ﬁremgn who have paid social
security contributions in the past and to continue this coverage in the
future Tor those police and fire departments affected.

Termination of Coverage for Policemen and Firemen
(Sec. 149 of the bill)

In a number of instances, policemen and firemen who are covered
under social security have subsequently been covered additionally
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by a pension plan specifically designed to meet the needs of policemen
and firemen. In other instances, where policemen and firemen were
covered under both social security and a pension plan, the pension
plan has subsequently been greatly liberalized and made more expen-
sive. As a result, some policemen and firemen face a financial burden
in attempting to pay both social security contributions and substantial
contributions required by their pension plan. It a State terminates
social security coverage for such policemen and firemen, the termina-
tion must apply to all other employees in the coverage group, ordi-
narily all the employees of a State or political subdivision, except
those engaged in a proprietary function of the State or subdivision.
This, of course, often means that other employees who need and want
coverage under social security lose protection under the program. In
other cases, the termination desired by policemen and firemen is
blocked by the opposition to the termination by other employees in the
same coverage group. .

In view of this, the committee bill adds a new provision which would
allow States to terminate coverage for policemen and firemen who are
under a retirement system without affecting the coverage of other
employees in the same coverage group. Terminations would be subject
to the requirements of present law under which States wishing to
terminate coverage must give the Secretary of Health, Education,
and Welfare 2 years’ advance notice ; the notice can be given only after
coverage of the group involved has been in effect for at least 5 years.
The provision would also permit the reinstatement of social security
coverage (with no break in continuity) of employees other than police-
men and firemen whose coverage had been terminated by prior actions
taken to terminate coverage of policemen and firemen, if a majority
of the other employees vote to again be covered under social security.
The committee believes that providing this special termination provi-
sion for policemen and firemen does not provide a precedent for do-
ing the same for other occupational groups, since present law has long
included special restrictions designed to prevent policemen and fire-
men from being brought under social security against their desire, and
these provisions have not been extended to other occupational groups.

Compensation of Commissioner of Social Security
(Sec. 520 of the bill)

At the present time the Commissioner of Social Security is at level V
of the Executive Schedule (at a salary of $36,000 per year), as is his
deputy. In contrast, other similar positions in the Department of
Health. Education, and Welfare are at level IV of the Executive
Schedule (at a salary of $38,000 per year) while their deputies are at
level V, one grade lower. The duties of the Commissioner of Social
Security—both in terms of the number of employees and responsibili-
ties for supervising expenditures of public funds—are much greater
than those of any comparable position in the Department of Health,
Education, and Welfare.

In recognition of the high-level responsibilities of the Commissioner
of Social Security and to preserve a grade-level separation between
him and his deputy, the committee bill in 1970 contained a provision
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which was adopted by the Senate that would have placed the position
of Commissioner of Social Security at level IV of the Executive Sched-
ule, one grade higher than the grade level of his deputy.

The committee amendment to the House-passed bill again would
place the position of Commissioner of Social Security at level IV of the
Executive Schedule.

4. PROVISIONS OF THE HOUSE BILL WHICH WERE DELETED BY
THE COMMITTEE

During the course of the committee’s consideration of the House-
passed blgll, social security amendments were enacted as part of Public
Law 92336 providing for a 20 percent across-the-board benefit in-
crease effective with respect to checks received by beneficiaries in early
October 1972; automatic increases in benefits as the cost of living in-
creases; and a guarantee that no family would have its benefits re-
duced as a result of any increase in a worker’s benefit. In view of this
action, the committee has deleted the 5 percent across-the-board benefit
increase in the House bill as well as the automatic cost-of-living in-
crease provision and the family guarantee provision.

The committee also deleted three provisions of the House-passed bill
which would have little cost impact in the near future, but which over
the long run would add significantly to the cost of the social security
program; the long-range cost of these three provisions is approxi-
mately equal to the long-range cost of a 5 percent across-the-board
benefit increase. The committee bill would delete these three provi-
sions outlined below, and instead use the funding to pay for several of
the new features in the committee bill already described.

Additiondd dropout years—Allows a beneficiary to disregard 1
additional year of low earnings (for purposes of computing average
monthly wages on which benefits are based) for each 15 years of
coverage.

Actuarially reduced benefits-—Eliminates the provision in present
law under which the actuarial reduction made in one benefit (for ex-
ample, a widow’s benefit) lowers the amount of another type of bene-
fit taken later based on another earnings record (for example, a re-
tirement benefit based on one’s own earnings).

Combined earnings for couples—Allows couples married at least
20 years to combine wage credits (up to maximum taxable wages for
any one year) for benefit computation purposes.

The first two of these provisions were included in the House-
passed bill that was considered by the Senate in 1970 but were not
included in the 1970 bill passed by the Senate. The third proviston, on
the other hand, has not been considered previously by the Senate.
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IV. PROVISIONS RELATING TO MEDICARE-MEDICAID
AND MATERNAL AND CHILD HEALTH

1. PROVISIONS OF THE HOUSE BILL NOT SUBSTANTIALLY MODIFIED
BY THE COMMITTEE

Coverage for Disability Beneficiaries Under Medicare
(Sec. 201 of the bill)

The committee has given extensive consideration to proposals to
provide health insurance protection under title XVIII for persons
entitled as a result of disability to monthly cash benefits under the
social security and railroad retirement programs. It has in past years
regretfully concluded that considerations of cost precluded recom-
mending such an extension of coverage. It is now clear that a major
unmet need for health insurance protection exists among the disabled.
To determine the dimensions of the health insurance problem con-
fronting the disabled and to evaluate all the possible approaches to
providing or assuring adequate health insurance for such people, the
committee has in recent years directed a number of advisory coun-
cils to study this question and to report their findings and recom-
mendations to the Congress. In each case, the council charged with
responsibility for examining the issue has recommended the extension
of medicare coverage to the disabled. Use of health services by people
who are severely disabled is substantially higher than that by the non-
disabled. Disabled workers receiving cash benefits under the social
security program use about seven times as much hospital care, and
about three times as much physicans’ services as does the non-disabled
population. These facts account both for the great need for and the
substantial costs of covering the disabled under medicare. Yet the
disabled have limited incomes in comparison to those who are not
disabled, and most disabled persons are unable financially to purchase
adequate private health insurance protection, or to obtain such insur-
ance at all. . i . . .

Accordingly, the committee bill, as is provided for in the House
bill, would extend medicare protection to social security disability bene-
ficiaries. Those covered would include disabled workers, disabled
widows and disabled dependent widowers between the ages of 50 and
65, people aged 18 and over who receive social security benefits because
thf’ay became disabled before reaching age 22, disabled dependent
sisters and brothers, and disabled qualified railroad retirement

annuitants.
Q77
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The committee would also extend medicare protection to women,
age 50 or older, entitled to mother’s benefits who, for 24 months prior
to the first month they would be entitled to medicare protection, met
all the requirements for disability benefits except for actual filing of
a disability claim. Under the House bill such 2 woman would have
to wait 12 additional months after filing and becoming entitled to
disabled widow’s benefits before becoming eligible for medicare, be-
cause her application would have only 12 months retroactivity. The
committee believes that special consideration should be given to these
persons who did not file a disability claim earlier because disability
determinations are too expensive to be made where no monetary bene-
fit could, under present law, accrue to them. This special considera-
tion would apply for a period of 12 months after the effective date
of this provision (until July 1, 1974) in order that all persons who, on
the effective date, would have been entitled to disability benefits for 12
to 24 or more months, could avail themselves of medicare protection at
the earliest possible time. Those persons who would have been dis-
abled for 12 months or less would, of course, be able to establish their
entitlement to disability benefits at a point which would assure them
medicare protection as early as possible.

The committee believes, given the cost and financing considerations
involved in extending medicare coverage to the disabled, that it is
imperative to proceed on a conservative basis. Consequently, the com-
mittee bill would provide health insurance protection only after the
disabled beneficiary has been entitled to social security disability bene-
fits in one or more of the disability benefit categories mentioned above
for not less than 24 consecutive months. Such an approach would help
to keep program costs within reasonable bounds, avoid overlapping
private health insurance protection, particularly in those cases where
a disabled worker may continue his membership in a group insurance
plan for a period of time following the onset of his disability, and
minimize certain administrative problems that might otherwise arise
in cases in which entitlement to disability benefits is not determined
until some time after application is made because of delays due to the
appellate process. Moreover, this approach would provide assurance
that the protection will be available to those whose disabilities have
proven to be severe and long lasting.

Under this provision of the committee bill, medicare protection
would begin with the later of (a) July 1973, or (b) the 25th consecu-
tive month of the individual’s entitlement to social security disability
benefits. The House bill provides that medicare entitlement ceases at
the same time that eligibility for disability benefits terminates. In 8
substantial percentage of these cases, disability termination is retro-
active; thus, medicare coverage would also terminate retroactively.
This would result in expensive administrative adjustments of indi-
vidual records and would create overpayments for which in most cases,
after costly development, the Social Security Administration wounld
have to waive recovery. The committee bill would remedy this situa-
tion to the extent of extending medicare protection through the month
foll'(lm('iing the month notice of termination of disability benefits is
mailed.



179
Hospital Insurance Benefits for Uninsured Individuals

(Sec. 202 of the bill)

Present law provides hospital insurance protection under the “spe-
cial transitional provision” for people who are not qualified for cash
benefits under the social security or railroad retirement program. (The
provision excludes an active or retired Federal employee, or the spouse
of such an employee, who is covered or could have been covered under
the provisions of the Federal Employees Health Benefits Act of 1959;
aliens residing in the United States for less than 5 years; and people
who have been convicted of a crime against the security of the United
States, including sabotage, espionage, treason, etc.) The “special tran-
sitional provision” covers people who are not qualified for cash benefits
under the social security or railroad retirement program and who
reached aged 65 before 1968 even though they had no work under social
security (or in the railroad industry). Those who attained or will
attain age 65 after 1967 must have had specified amounts of work
under these programs in order to be eligible for hospital insurance
protection. The transitional provision will phase out as of 1974 as
persons attaining age 65 in those years must be insured for cash bene-
fits under one of the two programs in order to be eligible for hospital
insurance protection.

Further, it has become very difficult for many uninsured older peo-
ple to obtain private hospital insurance comparable to coverage under
medicare. Since the passage of the medicare law, private insurance
companies have generally changed their hospital insurance plans avail-
able to people age 65 and over to make their coverage complementary
to medicare. While there is generally some type of hospital insurance
available to persons age 65 and over, most of that which is offered is in
the form of specified cash payment insurance, paying from $25 to $200
per week for limited periods of hospitalization. Few private health
insnilrance companies offer their regular hospital expense plans to the
aged.

gThe committee agrees with but has made some minor changes in
the provision in the House bill which would make available hospital
insurance coverage on a voluntary basis to persons age 65 and over,
who are not entitled to such coverage under existing law. A State or
any other public or private organization would be permitted to pur-
chase such protection on a group basis for its retired or active employ-
ees age 65 and over. The intent is that the cost of such coverage would
be fully financed through payment of a monthly premium by those
who elect to enroll for this protection. During the first year, such
premium would be $33 a month beginning July 1973 and would be
recomputed each year and increased in the same proportion as the
inpatient hospital deductible. The same restrictions on enrollment and
reenrollment (including a 10-percent-per-year charge for late enroll-
ment) would apply as now apply to enrollment for supplementary
medical insurance (including the changes in such enrollment provi-
sions made by other provisions in the bill). Aliens who have been in the
United States less than five years and persons who have been convicted
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of subversive crimes would be excluded from participation under this
provision, just as they are excluded from enrolling for supple-
mentary medical insurance. . )

The committee bill also would require that in order for persons to
be eligible to enroll for hospital insurance they must also enroll for
supplementary medical insurance. Those persons who have failed to
enroll for supplementary medical insurance within the 3-year enroll-
ment limit as prescribed by present law would be able, under another
provision in the committee’s bill to meet this requirement since they
would no longer be excluded from enrolling for supplementary medi-
cal insurance. If a person terminates his supplementary medical in-
surance, his hospital insurance coverage under this provision would be
automatically terminated effective the same date. The committee be-
lieves that such a restriction is necessary to reduce the possibility of
excessive utilization of the more expensive hospital insurance coverage
as might occur if an individual were enrolled for hospital insurance
(covering primarily institutional care) but not for supplementary
medical msurance (covering primarily outpatient care).

Amount of Supplementary Medical Insurance Préemium

(Sec. 203 of the bill)

Under present law, the Secretary of Health, Education, and Welfare
is directed to determine and promulgate a premium in December of
each year for individuals enrolled in the supplementary medical insur-
ance program. The dollar amount of the premium is the amount the
Secretary estimates to be necessary so that the aggregate premiums
for the 12-month period commencing July 1 in the succeeding year
will equal one-half of the total supplementary medical insurance pro-
gram costs that will be payable during that fiscal year. (The Federal
Government pays the other half of the costs by matching the premium
amount paid by each enrollee.) During the first five years of the pro-

ram it has been necessary to increase the premium 93 percent—from
3 in July 1966 to $5.80 as of July 1972.

The committee is concerned about the increasingly severe financial
burden that the premium amount, established under this method, will
come to represent in future years. The premium is not only likely to
continue to rise significantly but will do so without regard to the
ability of beneficiaries living on reduced retirement incomes to bear
the increased financial burden.

Accordingly, the committee approves the provision in the House
bill which would increase the supplementary medical insurance pre-
mium in any given year only if monthly cash social security benefits
had been increased in the interval since the premium was last increased.
Moreover, the premium would rise by no more than the percentage by
which cash benefits had been increased across the board (whether by
act of Congress or automatically under the provision in the Social
Security Act which provides automatic increases in cash benefits under
certain circumstances). Enrollment in the supplementary medical in-
surance program would remain voluntary and premium payments by
enrollees would still be required, but premiums would be increased
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on}y at times and by amounts that would be related to the beneficiary’s
ability to meet the cost.

The revised procedure for establishing the medical insurance
premium wfould operate as follows. The medical insurance premium
would continue at $5.80 per month during fiscal 1973. Beginning in
December of 1972, and each year thereafter, the Secretary would be
required, as he is under present law, to determine and promulgate
the monthly premium amount for the 12-month period beginning
the following July. As one step in determining the premium amount,
however, he would determine a monthly actuarial rate for aged
enrollees representing the dollar amount he estimates will equal,
in the aggregate over the 12-month period, one-half of the total
benefit and administrative costs (plus a small contingency reserve)
that the program will incur with respect to enrollees age 65 and over.
The premium for all enrollees (including disability beneficiaries)
would then be set to equal the lesser of (2) the actuarial rate described
above or (b) the most recently promulgated premium rate, increased
by the total percentage by which monthly cash benefits have increased
or are scheduled to increase during the fiscal year to which such re-
cently promulgated rate applies. When he promulgates the premium
the Secretary would be required to issue a public statement setting
forth the actuarial assumptions and bases used in arriving at the actu-
arial rate, and the derivation of the premium amount.

The provision approved by the committee would also authorize
the appropriation from general revenues of sufficient funds to meet
all supplementary medical insurance program costs above those met
by the aggregate premium amounts paid by aged and disabled
enrollees.

Automatic Enrollment for Supplementary Medical Insurance
(Sec. 206 of the bill)

Under present law an individual eligible for supplementary medical
insurance must take the positive action of enrolling to obtain cover-
age for such insurance. If he does not act within the time imposed by
the law, he stands to lose several months of medical insurance cover-
age. In recognition of the importance of timely enrollment, a concerted
effort is made to notify people of their opportunity to enroll in medical
insurance as they become eligible and. in fact, nearly 96 percent of
eligible individuals are enrolled. Some few, h.owever,' fail to enroll
at their first opportunity due, for example, to inattention, or because
they are incapable of managing their own affairs. ]

Therefore, the committee believes, as does the House, that it would
be good public policy to assure that individuals are enrolled for supple-
mentary medical insurance when they are first eligible, unless they
elect not to have the coverage. Under the bill, the aged and the dis-
abled would be automatically enrolled for supplementary medical
insurance as they become entitled to hospital insurance. Persons
already receiving monthly social security or railroad retirement bene-
fits would be deemed to have enrolled in the month before the month
for which they became entitled to hospital insurance, so that their
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medical and hospital insurance coverage will start at the same time.
Others, not already on the cash benefit rolls, would be deemed to have
enrolled for supplementary medical insurance in the month in which
they file an application establishing their entitlement to hospital
insurance, and their coverage under medical insurance would begin
at the time specified by existing law for people enrolling in that month,

The committee has modified the House provision to exclude resi-
dents of Puerto Rico and foreign countries from the automatic enroll-
ment_provisions since it would usually be to their disadvantage to
enroll. Many residents of Puerto Rico are eligible for comprehensive
care under its medicaid program, which generally eliminates the need
for supplementary mediecal insurance. Since supplementary medical
insurance does not cover services or items furnished outside the United
States, beneficiaries living in a foreign country would be protected
only to the extent they travel to the United States for treatment.

The committee expects that persons eligible for automatic enrollment
will, to the extent possible, be fully informed and given an opportunity
to decline the coverage. They would be deemed to have enrolled if they
do not decline coverage before it is scheduled to begin. Once their
coverage has begun they would of course be free to disenroll if they
wish in accordance with existing law.

The automatic enrollment provisions would be applicable only to
persons who become entitled to hospital insurance after June 1973,
because of the practical difficulties that would be involved in locating
nonenrollees whose eligibility for medical insurance was established
prior to July 1973, and giving them an opportunity to decline the
coverage.

Payment Under Medicare to Individuals Covered by Federal
Employees Health Benefits Program

(See. 210 of the bill)

Under present law, Federal employees and annuitants who are
enrolled for Federal employees health benefits (FEHB) are also
covered under the medicare hospital insurance plan (part A) if they
have worked in employment covered by social security or railroad
retirement and are eligible for monthly cash benefits under these pro-
grams. In addition, Federal employees, whether or not eligible for
part A benefits, may enroll in the medicare voluntary supplementary
medical insurance plan (part B) which is available to essentially
all persons age 65 and over.

Part A hospital insurance protection under medicare is earned dur-
ing a person’s working years through a separate tax on his earnings

and no payments are made by those entitled to benefits after they

have stopped working. In contrast, persons who are eligible for health
insurance protection under a FEHB plan continue to pay the same
premium rates for their coverage after retirement (on the basis of
age or disability) as they did when they were active employces
(although the coverage may be more valuable since older and disabled
people use more medical services). The Federal Government currently
pays about 40 percent of the overall cost of FEHB protection.

;
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When the medicare program was enacted in 1965, it was intended
that it would provide basic health insurance protection for people age
65 and over and that it would pay its benefits in full without regard to
any other benefits that might be payable under an employee health
benefits plan. At the same time, it was expected that such plans would
adjust their benefit policies to complement the protection provided
under medicare rather than to duplicate the benefits. Under the com-
mittee bill the medicare program would be extended to (1) persons
entitled to monthly cash benefits under the social security and railroad
retirement programs after they had been entitled to disability bene-
fits for at least 2 years and, (2) certain individuals age 60 to 64. It
is the committee’s intention that, under medicare, the disabled and
others under age 65 will be afforded the same basic health care pro-
tection as those age 65 and over and that employee health plan policies
will be adjusted to complement the protection provided under medi-
care rather than duplicate the benefits.

Unlike most employers, the Federal Government has not arranged
the health insurance protection it makes available to its employees
age 65 and over or to 1ts annuitants so that such protection would be
supplementary to medicare benefits. It is true, however, that some
individual plans have afforded more protection to those enrollees with
medicare coverage than those without such coverage.

Although most Federal employment covered by a Federal staff
retirement system is excluded from social security coverage, many
Federal employees become insured under social security on the basis
of other employment. About 50 percent of retired and active Federal
employees age 65 and over are entitled to hospital insurance benefits
under medicare. . .

Several problems arise under the present situation. The FEHB plans
cover many of the same health care expenses that are covered under
medicare. In cases where health care expenses are covered under both
medicare and a Federal employee plan, the medicare benefits are paid
first, and the Federal employee plan then paysits benefits in an amount
which, when added to the benefits payable under medicare, may not
exceed 100 percent of the expenses allowable under the FEHB plan.

A Federal employee who is covered under a high-option FEHB plan
as well as the medicare plans has somewhat better protection than is
afforded under the FEHB plan alone. But, because of the nonduplica-
tion clauses in the FEHB contracts, he does not derive the full value of
the protection of the FEHB contracts. If a Federal annuitant entitled
under medicare cancels his enrollment under a FEHB plan because of
the high total cost of his health care protection he will lose the high
level of protection he previously enjoyed under the FEHB program
at an age where his health care costs can be expected to increase
Su%ﬁ?:;%lghuitants and employees who are covered under a FEHB
plan generally do not find it advantageous to enroll in the medicare
voluntary supplementary medical insurance plan, because of the over-
lapping of FEHB benefits and benefits under the supplementary plan.
Thus, Federal annuitants and employees do not receive the advantage
available to virtually all other persons eligible to enroll in the supple-
mentary medical insurance program, of the 50-percent Government
contribution toward the cost of the protection.
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In order to assure a better coordinated relationship between the
FEHB program and medicare and to assure that Federal employees
and annuitants will eventually have the full value of the protection
offered under medicare and FEHB, the committee has approved a
provision in the House bill which would provide that effective Janu-
ary 1, 1975, the medicare program (both parts A and B) would not
pay for any otherwise covered service if such service is covered under
the FEHB plan in which the beneficiary to whom the service was pro-
vided is enrolled. This provision would not go into effect (or would be
suspended, if already in effect) if the Secretary of Health, Education
and Welfare certifies that the FEHB program has been so modifie
as to assure (1) that there is available to Federal employees or an-
nuitants one or more Federal health benefit plans which offer protec-
tion supplementing the combined protection of parts A and B of medi-
care, the protection of Part A afone, and the protection of part B
alone, and (2) that the Government is making a contribution toward
the health insurance of all Federal employees or annuitants which is
at least equal to the contribution it makes for high option coverage
under Governmentwide FEHB plans. Nor would this provision sig-
ply with respect to an individual plan if the Secretary of Health,
Education, and Welfare certifies that such plan (1) has made available
to its enrollees entitled to medicare protection supplementing the com-
bined protection of parts A and B of medicare, the protection of part
A alone, and the protection of part B alone, and (2) is making a con-
tribution toward the health insurance of its enrollees entitled to medi-
care which is at least equal to the contribution made by the Federal
Government for high option coverage under Governmentwide FEHB
plans. The contribution, whether by the Federal Government or by the
individual plan, could be in the form of a contribution toward the sup-
plementary FEHB protection or a payment to or on behalf of the
individual employee or annuitant to offset the cost of his purchase of
medicare protection, or a combination of the two. The Secretary
would, of course, prepare his certification on the basis of information
he obtains from the Civil Service Commission about the characteristics
and operations of each of the various plans as well as the Federal pro-
gram as a whole. It is the hope and the intent of the committee and
the Committee on Ways and Means that the Secretary will be able to
make this certification for each of the plans under the FEHB pro-
gram before January 1975. A similar provision was approved by the
committee in 1970 and included in H.R. 17550 as passed by the Senate.

Limitation on Federal Participation for Capital Expenditures
(Sec. 221 of the bill)

Under title XVIII depreciation on buildings and equipment, and
interest on loans used to acquire them, are reimbursable as part of the
cost of providing services to medicare beneficiaries. Such reimburse-
ment is paid without regard to whether the items were constructed or
purchased in conformity with any type of health facility planning re-
quirement. Similarly, reimbursement on a cost basis for inpatient
hospital services provided under titles V (maternal and child health)
and XTIX (medicaid) of the Social Security Act includes a recognition
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of certain capital costs without regard to conformance to planning
requirements.

There are few aspects of the health care system in the United States
which have been so thoroughly explored as the need for comprehensive
areawide planning for the development and utilization of all types of
health care facilities. But the acceptance of the purposes of State and
areawide health facility planning has not always been matched by pur-
poseful application of the incentives required to achieve the end result
of such planning. Thus, while a significant amount of Federal money
is currently being expended under the comprehensive health planning
provisions of the Public Health Service Act in the interest of further-
ing health facility planning at the State and local levels, Federal funds
are being expended for health services provided under medicare, medic-
aid, and the maternal and child health programs without regard to
whether the facilities providing the services are cooperating in such
health facility planning. The committee and the Committee on Ways
and Means believe that the connection between sound health facility
planning and the prudent use of capital funds must be recognized
if any significant gains in controlling health costs are to be made.
Thus, the committee believes it is necessary to assure that medicare,
medicaid, and the maternal and child health programs are consistent
with State and local health facility planning efforts, in order to avoid
paying higher costs unnecessarily in the future where these costs
result from duplication or irrational growth of health care facilities.

At present, efforts are being made on the Federal, State, and local
levels to assure that the need for the expansion and modernization of
health facilities is evaluated, coordinated, and planned on a rational
and controlled basis. At the Federal level, comprehensive health plan-
ning legislation provides for Federal grants for the establishment and
funding of areawide and comprehensive State health care planning
agencies. Currently, all 50 States, the District of Columbia, and five
territories have State comprehensive health planning agencies. It is
estimated that 200 areawide planning agencies are receiving grants
and that about 125 of such agencies are operational.

To avoid the use of Federal funds to support unwarranted capital
expenditures and to support health facility and health services plan-
ning activities in the various States, the committee has approved, with
a minor change concerning health care facility construction which was
already in progress, the House provision which would authorize the
Secretary of Health. Education, and Welfare to withhold or reduce re-
imbursement amounts to providers of services and health maintenance
organizations under title XVIII for depreciation, interest, and, in the
case of proprietary providers, a return on equity capital, related to cer-
tain capital expenditures that are determined to be inconsistent with
State or local health facility plans. (Similar authority would be pro-
vided with respect to the Federal share of payment for inpatient hos-
pital care under titles V and XIX.) Capital expenditures for the pur-
poses of this provision include expenditures (1) for plant and equip-
ment in excess of $100.000; (2) which change the bed capacity of the
institution; or (3) which substantially change the services provided
by the institution. ‘Where the expenditures are in the form of rental ex-
penses for facilities or equipment which would have been excluded
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from reimbursement if they had been acquired by purchase, the Secre-
tary would disallow the “higher” of the actual rental expenses or an
amount which he finds to be the reasonable equivalent of the amount
which would have been excluded from reimbursement if the facilities
or equipment had been purchased. The Secretary would take such
action on the basis of findings and recommendations submitted to him
by various qualified planning agencies. If he determines, however,
after consultation with an appropriate national advisory council, that
a disallowance of capital expenses would be inconsistent with effective
organization and delivery of health services or effective administration
of titles V, XVIIL, or XIX, he would be authorized to allow such
expenses. . .

The Secretary would be authorized to enter into agreements with
the States under which designated planning agencies would submit
their findings and recommendations (along with those of other quali-
fied planning agencies) with respect to proposed capital expeditures
that are inconsistent with the plans developed by such agencies. It is
generally expected that the agency will be the agency established
under section 314(a) of the Public Health Service Act. (All such
health facility and health services planning agencies must have gov-
erning bodies or advisory bodies at least half of whose members
represent consumer interests.) An adverse decision by a State planning
agency may be appealed to an appropriate agency or individual at
the State level. The Secretary would be authorized to pay from the
Federal Hospital Insurance Trust Fund the reasonable costs incurred
(on an estimated or proportionate basis without necessarily specific
and highly detailed cost-finding of costs with respect to each facility
decision undertaken) by the planning agencies in preparing and for-
warding findings and recommendations. The bill would in no way
change the autonomy or authority of existing State or local planning
agencies, or the relationships between such agencies, either within
States or across State lines.

It is not intended that any new planning agencies be established
where existing State and local agencies are available and capable of
assuming necessary responsibility. The statewide agency may make
use of local agencies to assist it. Existing local planning agencies
should be utilized, however, only to the extent that they are broadly
representative of health care interests in the community. The Secre-
tary should assure himself that a local planning agency selected to
make such recommendations to the statewide agency is broadly rep-
resentative of the interests of various types of health care and services
and that no single type of facility or service would control the plan-
ning and approval mechanism. Additionally, such local agencies should
employ or regularly utilize the services of personnel knowledgeable in
health care planning. It is expected that decisions to approve capital
expenditures would be made only after thorough consideration has
been given to alternative health care resources already available in the
area or approved in a given community or medical service area, in-
cluding outpatient and other alternative sources of care which may
lead to reduced needs for inpatient beds. The statewide agency with
overall responsibility should, wherever possible, be the Comprehensive
Health Planning Agency.
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These limitations generally would be effective with respect to obli-
gations for capital expenditures incurred after December 31, 1972 or
earlier, if requested by the State. However, the committee modified the
House bill to, as indicated above, make the provision inapplicable to
construction toward which preliminary expenditures of $100,000 or
more had been made in the 3-year period ending December 17, 1970,
the date on which the amendment providing a similar exception was
offered to H.R. 17550.

Limitations on Coverage of Costs Under Medicare
(Sec. 228 of the bill)

The committee is mindful of the fact that costs can and do vary
from one institution to another as a result of differences in size, in
the nature and scope of services provided, the type of patient treated,
the location of the institution and various other factors affecting the
efficient delivery of needed health services. The committee is also
aware, however, that cests can vary from one institution to another
as a result of variations in efficiency of operation, or the provision of
amenities in plush surroundings. The committee believes that it is
undesirable from the standpoint of those who support Government
mechanisms for financing health care to reimburse health care insti-
tutions for costs that flow from marked inefficiency in operation or
conditions of excessive service.

To the extent that differences in provider costs can be expected to
result from such factors as the size of the institution, patient mix,
scope of services offered or other economic factors, wide, but not un-
limited recogmition should be given to the variations in costs accepted
as reasonable. However, data frequently reveals wide variations in
costs among institutions that can only be attributable to those ele-
ments of cost that would ordinarily not be expected to vary substan-
tially from one institution to another.

Where the high costs do in fact flow from the provision of services
substantially in excess of or more expensive than generally considered
necessary to the efficient provision of appropriate patient care, pa-
tients may nevertheless desire such services. It is not intended that
patients who desire unusually expensive service should be denied the
service. However, it is unreasonable for medicare or medicaid (which
are financed by almost all people in the country rather than the pa-
tient or commimity that wants the expensive services) to pay for it.

Similarly when the high costs flow from inefficiency in the delivery
of needed health care services the institution should not be shielded
from the economic consequences of its inefficiency. Health care institn-
tions. like other entities in our economy should be encouraged to per-
form efficiently and when they fail to do so should expect to suffer
the financial consequences. Unfortunately a_reimbursement. mecha-
nism that responds to whatever costs a particular institution incurs
presents obstacles to the achievement of these objectives. The com-
mittee believes that the objectives can only be accomplished by reim-
bursement. mechanisms that limit reimbursement to the costs that
would be incurred by a reasonably prudent and cost-conscious

management.
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Present law provides authority to disallow incurred costs that are
not reasonable. However, there are a number of problems that inhibit
effective exercise of this authority. The disallowance of costs that are
substantially out of line with those of comparable providers after such
costs have been incurred creates financial uncertainty for the provider,
since, as the system now operates, the provider has no way of knowing
until sometime after it incurs expenses whether or not they will be in
line with expenses incurred by comparable providers in the same pe-
riod. Furthermore, present law generally limits exercise of the author-
ity to disallow costs to instances that can be specifically proved on a
case-by-case basis. Clear demonstration of the specific reason that a
cost is high is generally very difficult. And, since a provider cannot
charge a beneficiary more than the program’s deductible and coinsur-
ance amounts for covered services, exercise of either type of authority
can leave the provider without reimbursement for some costs of items
or services it has already incurred for patients treated some time ago.
Under these circumstances the provider would have to obtain funds
from some other source to make up for its deficit.

Accordingly, the committee has approved a provision in the House
bill which would authorize the Secretarv of Health, Education, and
Welfare to set limits on costs recoonized as reasonable for certain
classes of providers in various service areas. This authority differs
from existing authority in several ways and meets these problems.
First, it would be exercised on a prospective, rather than retrosnective,
basis so that the provider would know in advance the limits to Govern-
ment recognition of incurred costs and have the opportunity to act to
avoid having costs that are not reimbursable. Second, the evaluation of
the costs necessary in delivering covered services to beneficiaries would
be exercised on a class and a presumptive basis—relatively high costs
that cannot be justified by the provider as reasonable for the result
obtained would not be reimbursable—so that implementation of
the proposed authority would appear more feasible than present
authority. Third, since the Iimits would be defined in advance except
with respect to emergency care, provision would be made for a pro-
vider to charge the beneficiary for the costs of items or services sub-
stantially in excess of or more expensive than those that are deter-
mined to be necessary in the efficient delivery of needed health serv-
ices. Public notice would be provided where such charges are imposed
by the institution and the beneficiary would be specifically advised of
the nature and amount of cuch charges prior to admission so that there
is opportunity for the public, doctors, and their medicare patients to
know what additional payment would have to be made. The commit-
tee expects that the provision will not be applicable where there is
only one hospital in a_community—that is, where, if the provision
were applied, additional charges could be imposed on beneficiaries who
have no real opportunity to nse a less expensive, non-luxury institu-
tion, and where the provision would be difficult to apply because com-
parative cost data for the area are lacking.

The committee, along with the Committee on Ways and Means,
recognizes that the initial ceilings imposed will of necessity be im-
precise in defining the actual cost of efficiently delivering needed
health care. And the committee recognizes that these provisions



189

will apply to a relatively quite small number of institutions. The
data that are available for this purpose will often be less than per-
fectly reliable—for example, it may be necessary to use unaudited cost
reports or survey or sampling techniques in estimating the costs neces-
sary to the efficient delivery of care. Under medicare’s administrative
system, however, cost reports prepared by the providers are now being
submitted more promptly after the close of the accounting period and
should be available for analysis in the next year and for the estab-
lishment of limits in the second following year. Also, the precision of
the limits determined from these data will vary with the degree to
which excessive costs can be distinguished from the provision of higher
quality or intensity of care.

For costs that would not generally be expected to vary with essen-
tial quality ingredients and intensity of medical care—for example,
the costs of the “hotel” services (food and room costs) provided by
hospitals—the Secretary might set limits sufficiently above the average
costs per patient day previously experienced by a class of hospitals
to make allowance for differing circumstances and short-term eco-
nomic fluctuations. Hotel services may be easiest to establish limits for
and be among the first for which work can be completed. Attention
might be given as well to laundry costs, medical record costs, and ad-
ministration costs within the reasonably near future.

Setting limits on overall costs per patient day and specific costs that
vary with the quality and intensity of care would be more difficult,
but the Secretary might be able to set reasonable limits sufficiently
above average costs per patient day previously experienced by a class
of institutions so that only cases with extraordinary expenses would
be subject to any limits. In addition, special limits could be estab-
lished on cost elements found subject to abuse. For example, the
Secretary might establish limits on the level of standby costs that
would be recognized as reasonable under the program to prevent Gov-
ernment programs from picking up the cost of excessive amounts of
idle capacity—particularly relatively high personnel costs in relation
to patient loads where occupancy rates are low—in reimbursing for
services to covered patients.

Providers would. of course. have the right to obtain reconsideration
of their classification for purposes of cost limits applied to them and to
obtain relief from the effect of the cost limits on the basis of evidence
of the need for such an exception.

For other than emergency care, providers will be permitted to collect
costs in excess of the medicare ceilings from the beneficiary (except in
the case of admission by a physician who has a direct or indirect
financial interest in a facility) where these costs flow from items or
services substantially in excess of or more expensive than those neces-
sary for the effective delivery of needed services, provided all patients
are so charged and the beneficiary is informed of his lability in ad-
vance. Information on additional charges assessed would also be made
available generally in the community. The committee is also request-
ing that the Secretary submit annually to it a report identifying the
providers that make such additional charge§ to beneficiaries and
furnishing information on the amounts being charged by such

providers.
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The determination of the cost of the excess items or services for
which the beneficiary may be charged will be made on the basis of
costs previously experienced by the provider. For example, if costs for
food services experienced in 1969 among a group of hospitals in an
area ranged from $4 to $9 a day with a median cost of $5 a day and
the limit for food services set by the Secretary for 1971 was $7.20 a
day, the hospital previously experiencing costs of $9 a day could
charge patients $1.80 a day for food services. However, should total
reimbursement for covered services from the program plus charges
billed for such services exceed actual costs in any year, the excess
will be deducted from payments to the provider. Thus, the provider
would not profit from charges to beneficiaries based on excess costs
in the prior year. .

In addition it should be noted that the fact that a provider’s costs
are below the ceilings established under this provision will not exempt
it from application of the ceiling of customary charges where such
charges are less than cost under another provision in the committee
bill.

The provision would be effective with respect to accounting periods
beginning after December 31, 1972.

Limits on Prevailing Charge Levels
(Sec. 224 of the bill)

Under present administrative policies under medicare, the prevail-
ing limit on the reasonable charge for a service is intended, over the
long run, to be set at a level no higher than is necessary to embrace
the 75th percentile of customary charges for that service in the physi-
cians’ locality. To illustrate, if customary charges for an appendectom
in a locality were at five levels, with 10 percent of the services rendere
by physicians whose customary charge was $150, 40 percent rendered
by physicians who charge $200, 40 percent rendered by physicians who
charge $250 and 5 percent rendered by physicans who charge $300
und with the remaining 5 percent rendered by physicians charging
in excess of $300, the prevailing limit would be $250, since this is the
level that, under medicare regulations would cover at least 75 percent
of the cases.

Customary charges for services that are within the prevailing fee
limit are generally recognized in full. Normally, only a relatively small
number of situations are affected by additional rules used to judge the
reasonableness of charges. In fiscal 1973, however, the increase in
allowed charges is to fall under the limitations established by price
stabilization policies.

The committee, as well as the Committee on Ways and Means, be-
lives that it is necessary to move in the direction of an approach to
reasonable charge reimbursement that ties recognition of fee increases
to appropriate economic indexes so that the program will not merely
recognize whatever increases in charges are established in a locality but
would limit recognition of charge increases to rates that economic data
indicate would be fair to all concerned and follow rather than lead any
inflationary trends.

Under the provision approved by the committee, the prevailing
charges recognized for a locality could be increased in fiscal year 1974

i
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and in later years only to the extent justified by indexes reflecting
changes in the operating expenses of physicians and in earnings
levels. What the bill provides is a limit on the increases that would
be recognized on the basis of the other reasonable charge criteria.
Increases in the customary charges of individual physicians and in
the charges prevailing among physicians in a locality would continue
to be recognized only on the basis of adequate evidence that such
increases had been in effect for a period of time. The new ceiling on
recognition of increases in prevailing charge limits that is provided
would come into play only when the adjustments necessary to meet
increases in the actual charges prevailing in a locality exceeded, in
the aggregate, the level of increase justified by other changes in the
economy.

For purposes of this amendment a “locality’” would be defined as an
area of a size and nature permitting proper calculation and determina-
tion of the types required to adjust prevailing charge levels.

The Secretary would establish the statistical methods that would
be used to make the calculations to establish the limit on the increases
allowed by this provision.

The base for the proposed economic indexes would be calendar year
1971. The increase 1n the indexes that occurs in a succeeding calendar
year would constitute the maximum allowable aggregate increase in
prevailing charges that would be recognized in the fiscal year beginning
after the end of that calendar year.

TInitially, the Secretary would be expected to base the proposed
economic indexes on presently available information on changes in
expenses of practice and general earnings levels combined in a man-
ner consistent with available data on the ratio of the expenses of prac-
tice to income from practice occurring among self-employed physicians
as a group. If, for example, available data indicated that for self-
employed physicians as a group, expenses of practice absorbed approxi-
mately 40 percent of gross receipts of practice (the proportion indi-
cated by data compiled by IRS from tax returns), the Secretary could
determine that the maximum aggregate increase in prevailing charge
levels that could be recognized would be 40 percent of the increase
in expenses of practice indicated by TRS data plus 60 percent of the
increase in earnings levels indicated by social security data. Thus, if
during calendar year 1972 the area increase in expenses of practice
was 3 nercent and the area increase in earnings was 5 percent, the
allowable agaregate increase in prevailing charges recognized by the
carrier in each locality during fiscal year 1974 would be 4.2 percent :

(.40 X.03) + (.60 X.05) =.042

The carrier would apply the prevailing charge eriteria now in the
law to data on charges in calendar vear 1972 to determine the increases
in prevailing charges that it would be appropriate to I:epognize during
fiscal vear 1974, If the aggregate increase in prevailing charges so
determined was less than 4.2 percent. the adjustments would be per-
mitted and the portion of the allowable aggregate increase not used
in that fiscal year could be carried forward and used in future fiscal
years. However, if the aggregate increase in prevm}mg charges found
otherwise appropriate exceeded 4.2 percent, such increases would be
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reduced to the extent necessary to bring the aggregate of all increases
within the 4.2 ceiling. i

It is. of course, contemplated under the bill that the Secretary would
use, both initially and over the long run, the most refined indexes that
can be developed. However, the committee believes that the viability
of the proposal does not depend on a great deal of further refinement.
The obiectives of the proposal could be attained with equity through
the use of an approach such as that deseribed above. This is so because
the indexes are not to be applied on a procedure-by-procedure basis
that would raise serious questions of equity in absence of refinements to
take account of variations in the mix of factors of production among
various types of medical services and to take account of changes in
productivity with respect to various services. Rather. the indexes will
operate as overall ceilings on prevailing fee level increases recognized
in a carrier area under which adjustments permitted by the present
customary and prevailing charge criteria could be made to take account
of the shifting patterns and levels and actual charges in each locality.
Thus, whether the new limit on prevailing charges will actually affect
the determination of reasonable charges depends on the degree to
which physicians’ fees rise in the future. If the rise in fees in the ag-
gregate was no more than the rise in operating expenses of physicians
and in earnings, the rise in fees would be allowed in full.

The committee, along with the Committee on Ways and Means, be-
lieves it desirable to embody in the statute the limitations on medical
charges recognized as prevailing now set forth in medicare regulations
under which no charge may be determined to be reasonable if it ex-
ceeds the greater of the prevailing charge recognized by the
carrier and found acceptable to the Secretary for similar services in the
same locality on December 31, 1970, or the prevailing charge level
that, on the basis of statistical data and methodology acceptable to the
Secretary, would cover 75 percent of the customary charges made for
similar services in the same locality during the last preceding calendar
year elapsing prior to the start of the fiscal year.

The committee believes that it is essential to implementation of the
original congressional intent that the Department of Health, Educa-
tion, and Welfare require that in an area where a significant number of
payments are made under Blue Shield and other service benefit and
insurance contracts and to the extent such payments are generally
accepted by physicians as payment in full, they should be properly
reflected in the charge data used in the determination of reasonable
charges. Under service benefit plans, for example, the participating
physician agrees to accept the Blue Shield allowance as payment in full
for services to patients with incomes below specified limits. Where the
actual number of cases in which the Blue Shield payment represents
payment in full is unknown and valid estimates cannot be obtained,
reasonable presumption should be drawn from the number and prob-
able income levels of those covered by service benefit contracts and
whether such income levels would generally encompass most bene-
ficiaries and as to the number of instances in which the Blue Shield
payment would usually represent the physician’s full payment.

While relating the allowability of future increases in prevailing
charges to general economic indicators is an appropriate method for
reasonable charge determinations with respect to the services of physi-
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cians, the committee believes it would be inappropriate for reasonable
charge determinations with respect to medical supplies, equipment,
and services that do not generally vary in quality from one supplier to
another. This is so because no program purpose would be served by
allowing charges in excess of the lower levels (the comparable House
provision referred to “lowest levels”) at which supplies, equipment, or
services can be readily obtained in a locality. For this reason, the com-
mittee bill permits deviation from generally applicable reasonable
charge criteria where it is determined that medical supplies, equip-
ment, and services do not generally vary in quality from one supplier
to another.

The committee recognizes that it will not be possible for the Secre-
tary to immediately establish special charge or cost limits for every
item or service not materially affected in quality by the supplier who
actually furnishes it to the patient. However, the committee believes
that it is important to make explicit the Secretary’s authority and it
is expected that he will assert such authority to impose rules for deter-
mining reasonable charges when, after due consideration, he deter-
mines that a particular item or service does not vary in quality from
one supplier to another and devises special rules for reasonable charge
determinations that he considers equitable and administratively feasi-
ble. Until the Secretary designates an item or service as falling within
the scope of this provision and establishes rules for determining rea-
sonable charges for that item, the presently applicable rules, including
agy special rules imposed by the carrier, would generally remain in
effect.

The committee believes that it would be advisable for the Secretary
to give priority attention to items of service or equipment most fre-
quently paid for under the program. The committee also believes that
there are certain items of service for which special reasonable charge
rules can be readily established. Where a separate charge is made by a
physician for an injection, for example, the maximum allowance
shonld be a scheduled amount based upon the approximate ingredient
and supply cost plus 2 modest specified amount {such as $1 or $2) to
cover the injection service. This seems reasonable since an injection
generally is not a service requiring a high level of training and experi-
ence; paramedical personnel are normally capable of providing and
often provide the service. Similarly, schedules of allowances should be
established by geographic or medical service area, where appropriate,
for routine laboratory work—including interpretation of results—for
tests not ordinarily included in the charge for a physician’s visit. The
scheduled allowance should be based on the costs of tests (including
common groupings of tests) when undertaken by qualified, efficient and
economical sources—such as independent automated laboratories—to
which physicians in an area have reasonable access. .

While the provision discussed above, which would be applicable
beginning January 1, 1973, is directed to items and services that do
not generally vary in quality from one supplier to another, the com-
mittee notes that present law provides authority for special reasonable
charge rules and limits with respect to any item or service for which
such special rules are found to be necessary and appropriate. The
committee believes that it is reasonable and desirable to limit charges
recognized for routine follow-up visits to Institutionalized patients
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to a reasonable proportion of charges for the initial visit and to limit
charges recognized for visits on the same day to a number of patients
in the same institution to amounts that are reasonable in relation to
the time usually spent and services provided under such circumstances.
Of course, such limitations would not preclude individual consider-
ation of requests for higher allowances where such followup visits or
multiple visits are justifiable as being nonroutine. .

The effect of the new limits established under this provision would
be extended to the medicaid and child health programs by providing
that payments under these programs after enactment of the bill may
not be made with respect to any amount paid for items and services
which exceeds these new limits. This would be consistent with policy
in the present medicaid program.

The medicaid provisions of the Social Security Amendments of 1965
contained nothing which attempted to limit the charges by physicians
that States could pay under their medicaid programs. States could
and usually have set some type of limits of their own, typically less
than usual or customary charges. The Social Security Amendments of
1967 added a new medicaid provision which required that a State plan
must provide assurances that “payments (including payment for any
drugs under the plan) are not in excess of reasonable charges consistent
with efficiency, economy, and quality of care.”

On November 11, 1971, HEW issued regulations which limited
fees paid to physicians, dentists, and other individual providers of
medical services under medicaid. The regulation stipulated that in
no case could payment exceed the highest of :

(1) Beginning July 1, 1971, the 75th percentile of customary charges
in the same localities established under title X VIII during the calen-
dar year preceding the fiscal year in which the determination is made.

(2) Prevailing charge recognized under part B, title XVIII for
similar services in the same locality on December 31, 1970.

- ‘(73)1 Prevailing reasonable charge recognized under part B, title
XVIIL

Under the House bill, the Health Insurance Benefits Advisory Coun-
cil is directed to study the methods of reimbursement for physicians’
services under medicare and to report to the Congress by July 1, 1972,
on how these methods affect physicians’ fees, the extent to which they
increase or decrease the number of cases for which physicians accept
assignments, and the share of total physician charges which bene-
ficiaries must pay. It is clear, however, that the group will be unable
to complete the study requested by the House by July 1, 1972. The
committee has therefore extended the deadline to January 1, 1973
so that HIBAC may comply with the House request.

The proposed amendment is substantially along the lines of the
present regulation, and would be effective upon enactment.

Payment for Supervisory Physicians in Teaching Hospitals
(Sec. 227 of the bill)

When medicare was enacted, the general expectation was that physi-
cians’ services to patients (but not intern or resident services) would
generally be paid for on a fee-for-service basis. However, the issue of
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how medicare should reimburse for the services of a physician when
he supervised Interns and residents in the care of patients was not
specifically detailed. Nevertheless, it was clear that charges paid for a
physician’s services under medicare should be reasonable in terms of
both the patient care services that a particular physician provided as
well as the charges made for similar services to other patients—that
is, if a physician merely took legal responsibility for care, no fee for
service was intended to be paid. Or, if the physician performed the
services differently than is usually done when a patient engages his
own private physician, the differences were to be reflected in the charge
paid by medicare.

. Under present law, hospitals are reimbursed under the hospital
insurance part (part A) of the medicare program for the costs they
ineur in compensating physicians for teaching and supervisory activi-
ties and in paying the salaries of residents and interns under approved
teaching programs. In addition, reasonable charges are paid under the
medical insurance program (part B) for teaching physicians’ services
to patients.

There is a wide variety of teaching arrangements. At one extreme
there is the large teaching hospital with an almost exclusively charity
clientele in which the treatment of medicare beneficiaries may, in fact,
though not in law, be turned over to the house staff; in such hospitals
many teaching physicians have had the roles exclusively of teachers
and supervisors and have not acted as any one patient’s physician.
Since in these cases the services of the teaching physicians are pri-
marily for the benefit of the hospital teaching program and hospital
administration rather than being focused on the relationship between
doctor and patient, the services of these physicians should be reim-
bursed as a hospital cost rather than on a fee-for-service basis under
the supplementary medical insurance program. )

At the other extreme, there is the community hospital with a resi-
dency program which relies in large part for teaching purposes on
the private patients of teaching physicians whose primary activities
are in private practice. The private patients contract for the services
of the physician whom they expect to pay and on whom they rely to
provide all needed services. The resident or intern normally acts as
a subordinate to the attending physician, and the attending physician
personally renders the major identifiable portion of the care and di-
rects in detail the totality of the care. Moreover, there are teaching
hospitals in which a teaching physician may be responsible both for
private patients whom he has admitted and for patients who have
presented themselves to the hospital for treatment at no cost and who
have been assigned by the hospital to his care. . .

Tt has proved to be difficult to achieve effective and uniform applica-
tion of present policies to the large number of widely varying teaching
settings. In some cases, charges have been billed and paid for services
rendered in teaching hospitals which clearly did not involve any degree
of teaching physician participation. In some cases charges were billed
for the services that residents and interns rendered in every case where
a supervising physician had overall responsibility for their acf_:lon’s,
even though he may not actually have become involved in the patient’s
care. In other cases, charges for covered services were billed in amounts
that were out of all proportion to the covered service or the charges

billed to other patients.
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In the typical community hospital and other teaching settings where
patients are expected to pay fees for these services, fee-for-service
payment for physicians’ services would continue to be made by the
medicare program. For example, payment for the services a com-
munity physician provides to his private patient is clearly in accord
with the usual practices of other health insurance programs and pa-
tients who pay their bills out of pocket.

On the other hand., in the case of all the ward or other accommoda-
tions in many large hospitals and the service wards of other teaching
institutions where patients are not expected to pay any fees for physi-
cians’ services or only reduced fees are normally paid, the payment of
full charges represents an expense to the program that is not necessary
to give medicare patients access to the care they receive, Also, the
payments tend to support the maintenance of two classes of patients
1n some cases.

To deal with these problems, FL.R. 1 as passed by the House and ap-
proved by the committee, contains a provision, originally developed
by this committee in 1970, which would provide that reimburse-
ment for services of teaching physicians to a nonprivate medicare
patient should be included under part A, on an actual cost
or “equivalent cost” basis. A mechanism for computing pay-
ment for services of supervisory physicians on the unpaid vol-
untary medical staff of a hospital would be developed on 2 reason-
able “salary equivalency” basis of the average salary (exclusive of
fringe benefits) for all full-time physicians (other than house staff) at
the hospital or, where the number of full-time salaried physicians is
minimal, at like institutions in the area. The committee expects that
any determination with respect to whether the size of a particular hos-
pital’s salaried staff is sufficient to provide the proper basis for reim-
bursement of donated services would take into account the ratio of
salaried to voluntary nonpaid staff members as well as the absolute
number of salaried staff. The average salary equivalent, which would
be distilled into a single hourly rate covering all physicians regardless
of specialty, would be applied to the actual time contributed by the
teaching physician in direct patient care or supervision on a regularly
scheduled basis to nonprivate patients. Such services would be reim-
bursed to a fund designated by the organized medical staff.

Medicare would pick up its proportionate share of such costs on a
basis comparable to the method by which reimbursement is presently
made for the services of interns and residents. The salary-equivalent
allowance would provide reasonable and not excessive payments for
such services. The payment represents compensation for contributed
medical staff time which, if not contributed, would have to be obtained
through employed staff on a reimbursable basis. Medicare payments for
such services would be made available on an appropriate legal basis by
the fund to the organized medical staff for their disposition for pur-
poses such as payment of stipends enhancing the hospital’s capacity to
attract house staff or to uperade or to add necessary facilities or serv-
ices, the support of continuing education programs in the hospital, and
similar charitable or educational purposes. Contributions to the hos-
pital made by the staff from such funds would not be recognized as
a reimbursable cost when expended by the hospital nor would deprecia-
tion expense be allowed with respect to equipment or facilities donated
to the hospital by the staff.
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Fee-for-service would continue to be payable for medicare bene-
ficiaries who are bona fide “private patients.” This would ordinarily
be a patient who was seen by the physician in his office prior to
hospital admission; for whom he arranged admission to the hospital,
whose principal physicians’ services were provided by him, who was
visited and treated by him during his hospital stay; who would
ordinarily turn to him for followup care after discharge from the
hospital; and who is legally obligated to pay the charges billed, in-
cluding deductibles and coinsurance, and from whom collection of
such charges is routinely and regularly sought by the physicians. To
facilitate efficient administration, a presumption may be made that all
of the patients in an institution, or portion of an institution, are private
patients but only where the institution offers satisfactory evidence that
all patients are treated the same with respect to arrangements for care
and accommodations, that all patients receive their principal physician
services from an attending physician, and that all of the patients are
billed for professional services and the great majority pay. Of
course, appropriate safeguards should be established to preclude fee-
for-service payment on the basis of pro forma or token compliance
with these private patient criteria.

It is recognized, however, that this concept of u private patient
is not a complete definition primarily because it does not take account
of the customary arrangements for reimbursing consultants and spe-
cialists who are not serving as the patient’s attending physician, but
who may provide a service to the patient for which a fee-for-service
payment is appropriate and for which services the patient is legally
obligated and which he expects to pay. For example, where a general
practitioner refers his patient to a surgeon for necessary operative
work and where the surgeon ordinarily charges and collects from all
referred patients for his services. ) .

In some cases hospitals that normally do not bill for physician serv-
ices have special centers, such as a center for severely burned people,
where patients able to pay are regularly admitted and pay charges. It
would be intended that medicare follow the pattern of the private pa-
tient in such centers. Also, the outpatient department of a hospital may
organize the provision of and billing for physicians’ services in that
department differently from the inpatient setting. In such cases, the
decision regarding whether cost or charge reimbursement is appro-
priate should be made separately for inpatients and outpatients. How-
ever, if the services are contracted for on a group basis, and medicare
and medicaid directly or indirectly pay for such services, the normal
basis of reimbursement by the two programs would be one of cost if the
services are provided by a direetly or_indireetly related organization.

The second exception to the cost-reimbursement coverage of teach-
ing physician services is intended to permit the continuation of fee-
for-service reimbursement for professxol.ml services provided to medi-
care patients in institutions which traditionally billed all patients (and
the majority of whom paid) ona fee or package charge basis for pro-
fessional services. This exception would apply if, for the years 1966,
1967. and each year thereafter for which part B charges are being
clair;led: all of the institution’s patients were regularly billed for pro-
fessional services; reasonable efforts were made to collect these billed
charges and & majority of all patients actually paid the charges in
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whole or in substantial part. The hospital would have to provide
evidence that it meets these tests for fee-for-service reimbursement
before the payments could be made.

A hospital eligible for fee-for-service reimbursement on the basis of
the requirement described in the above exception could, if it chose,
elect to be reimbursed on the cost basis provided for by the bill if
the election would be advantageous to the program in that it might
reduce billing difficulties and costs. Similarly, where it would be
advantageous to the program and would not be expected to increase
the program’s liability, the cost reimbursement provisions of the bill
could serve as the basis for payment for teaching physicians’ services
furnished in the past where procedural difficulties have prevented a
determination of the amount of fee-for-service that is appropriate.

The committee expects that in any borderline or questionable areas
concerning whether reimbursement for the services of teaching physi-
cians in a given institution or setting should be on a costs or charges
basis, reimbursement would be on the basis of costs.

Where States elect to compensate for services of teaching or super-
visory physicians under medicaid, Federal matching should be limited
to reimbursement not in excess of that allowable under medicare.

An important effect of these various coverage and co-pay provisions
would be that, where the cost-reimbursement approach is applicable,
reimbursement for the physician’s teaching activities and his related
patient care activities would always be provided under the same pro-
visions of the law. This would greatly simplify the administration of
the program by making it unnecessary to distinguish, as required by
present law, between a physician’s teaching activities and patient care
activities in submitting and paying bills.

Another provision in this section would permit a hospital to include
among its reimbursable costs the reasonable cost to a medical school
of providing services to the hospital which, if provided by the hospi-
tal, would have been covered as inpatient hospital services or out-
patient hospital services. In order to receive reimbursement the hos-
pital would be required to pay the reasonable cost of such services
to medicare patients to the institution that bore the cost. The com-
mittee expects that such costs will be reimbursable only where there
is a written agreement between the hospital and medical school speci-
fving the types and extent of services to be furnished by the school and
disposition of any reimbursement received by the hospital for those
services.

This amendment would be effective with respect to accounting
periods beginning after December 31, 1972.

Advance Approval of Extended Care and Home Health Coverage
Under Medicare

(Sec. 228 of the bill)

TTnder present law, extended care benefits are payable only on
behalf of patients who. following a hospital stay of at least 3 consec-
utive days, require skilled nursing care on a continuing hasis for fur-
ther treatment of the condition which required hospitalization. The
posthospital home health benefit is payable on behalf of patients
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z‘{ho, ftOHOWiI}g hospit&_ﬂization or an extended care facility stay, con-
H'll;e SEGQ}llre essentially the same type of nursing care on an inter-
Inittent basis, or physical or speech therapy. However, extended care
lfacﬂltl.es and home health agencies often care for patients who need
ess skilled and less medically oriented services in addition to patients
requiring the level of care which is covered by the program.

Under current law,a determinatim} of whether a patient requires the
level of care that is necessary to qualify for posthospital extended care
or home health benefits cannot generally be made until some time after
the services have been fu}'mshed_. The committee is aware that in many
cases such benefits are being denied retroactively and that another pro-
vision in the committee bill, which would revise the definition of ex-
tended care to permit coverage of additional types of skilled care,
would not eliminate the probability that such retroactive denials will
contlnuil. The]hlalr)'sh result is that the patient is faced with a large bill he
expected would be paid or the facility or agency is faced with a patient
who may not be able to pay his bill. The uncertainty about eligibility
for these benefits that exists until after the care has been given tends to
encourage physicians to either delay discharge from the hospital,
where coverage may less likely be questioned, or to recommend a less
desirable, though ﬁnanciallﬁ predictable, course of treatment. The ag-
grﬁgi‘tte eﬁ'ﬁct llsht(i)redfliwe the value of the posthospital extended care
and home health benefits as a continuation of hospital care in a less
intensive—and less expensive—setting as soon as it is medically feasi-
ble for the patient to be moved.

The committee believes that to the extent that valid criteria can
be established posthospital extended care and home health benefits
should be more positively identified by type of medical condition
which ordinarily requires such care and that minimum coverage pe-

v y req na ! :
riods should be assured for such conditions. To achieve this purpose
the committee has concurred with a provision in the House bill which
would authorize the Secretary to estab]isél, }:)y m(ild'lc}?l conditions arig
length of stay or number of visits, periods for which a patient wou
be presumed to be eligible for benefits. The Secretary would undertake
such activities to the extent that a Professllonal Staqggllr.‘ds Review Or-
ganization was not exercising comparable responsibility in an area.
These periods of presumed coverage would be limited to those (égngl-
tions which program experience indicates are most appropriate for
the extended%are or home health level of services following hospital-
ization, taking into account such factors as length of hospital stay,
degree of incapacity, medical history and other health factors affecting
he type of services to be provided. . .
¢ ?I‘}{’(}.) committee recognI:zes that, in order to avoid the risk of presum-
ing coverage (by general medical category) in substantial numbers of
cases where extended care or home health care may not be required,
ge periods must necessarily be limited in duration
presumed coverage [ . . .
and will not, in many cases. encompass the entire period for which the
patient will require covered care. Nevertheless, these minimum pre-
sumed periods will provide a dual advantage over the present svstem of
coverage determination by (1) encouraging prompt transfer through
‘lSSllPﬂﬁCO that the admission or start of care will be reimbursed and
‘(Q) identifying in advance the point at which further assessment
should be made, on an individnal case basis, of continuing need for
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extended or home health care. Where request for coverage beyond the
initial presumed period, accompanied by appropriate supporting
evidence, is submitted for timely advance consideration, it is expected
that a decision to terminate extended care or home health coverage
would ordinarily be effected on a prospective basis. For those condi-
tions for which specific presumed periods cannot be established, cur-
rent procedures for determining coverage would continue to apply.
However, the Professional Standards Review Organization, which
would be established under section 249F of the committee’s bill (or
the fiscal intermediary where no PSRO is performing such functions)
should be able to make appropriate reviews on a timely basis for such
admissions.

To prevent abuse of the advance apnroval procedure the PSRO
or intermediary (in the absence of a PSRO) and facilities would be
expected to monitor, through periodic review of a sample of paid
stays, utilization review committee studies, and similar measures, the
reliability of individual physicians in describing the patients’ condi-
tions or certifving patients’ needs for posthospital extended care and
home health services. The Secretary could suspend the applicability
of the advance approval procedure for patients certified by physi-
cians who are found to be unreliable in this respect.

This provision would be effective January 1, 1973.

Authority of Secretary To Terminate Payments to Suppliers of
Services

(Sec. 229 of the bill)

Present law does not authorize the Secretary to withhold future
payments for services furnished by an institutional provider of serv-
1ces, a physician, or any other supplier who either abuses the program
or endangers the health of beneficiaries, although payment for past or
current claims may be withheld on an individual basis where the
services are not reasonable or necessary for treatment of illness or
injury or where the supplier fails to provide the necessary payment
information.

The committee believes it important to protect the medicare, medic-
aid, and maternal and child health programs and their beneficiaries
from those suppliers of services who have made a practice of furnish-
Ing inferior or harmful supplies or services, engaging in fraudulent
activities, or consistently overcharging for their services. Such pro-
tection is not now provided under the law. For example, if a physician
is found guilty of fraud in connection with the furnishing of services
to a medicare beneficiary, there is no authority under present law to
bar payment on his subsequent claims so long as the physician remains
legally authorized to praetice. States can, and some do. bar from med-
icaild providers who abuse the program, but they are not now required
to doso.

The committee approves the House provision, previously included
in H.R. 17550, under which the Secretary would be given authority to
terminate or suspend payments under the medicare program for serv-
ices rendered by any supplier of health and medical services found to
be guilty of program abuses. The Secrctary would make the names
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of such persons or organizations public so that beneficiaries would be
informed about which suppliers cannot participate in the program and
for whose services payment will not be made. The situations for which
termination of payment could be made include overcharging, furnish-
ing excessive, inferior, or harmful services, or making a false state-
ment to obtain payment. Also, there would be no Federal financial
participation in any expenditure under the medicaid and maternal and
child health programs by the State with respect to services furnished
by a supplier to whom the Secretary would not make medicare pay-
ments under this provision of the bill.

Program review teams would be established in each State by the Sec-
retary, following consultation with groups representing consumers of
health services, State and local professional societies, and the appro-
priate intermediaries and carriers utilized in the administration of
title XVIII benefits. Both the professional and the nonprofessional
members of the program review teams would be responsible for review-
ing and reporting on statistical data on program utilization (which
the Secretary would periodically provide). Only the professional
members of the program review teams would review cases involving
the furnishing of excessive, inferior, or harmful services in order to
assure that only professionals will review other professionals under
this provision. The committee notes that a Professional Standards
Review Organization (PSRO), to be established under another provi-
sion of the committee bill, would generally have the personnel and
expertise to perform this function and, therefore, expects the Secre-
tary to utilize the services of a PSRO whenever feasible in lieu of a
separate program review team, as PSRO’s become operative.

Tt is not expected that any large number of suppliers of health serv-
ices will be suspended because of abuse. However, the existence of the
authority and its use in even a relatively few cases is expected to pro-
vide a substantial deterrent.

Any person or organization dissatisfied with the Secretary’s deci-
sion fo terminate payments would be entitled to a hearing by the
Secretary and to judicial review of the Secretary’s final decision.

It is not intended that this provision would in any way change the
Secretary’s present right to withhold payment where necessary pay-
ment information is not provided. Nor would the supplier of services
be entitled to a hearing or judicial review with respect to payments
withheld under such existing authority. ) )

The provisions relating to title XVIIT would be effective with re-
spect to determinations made by the Secretary after enactment of
the bill. The provisions relating to titles V and XIX would be effective
with respect to items or services furnished on or after December 31,

1972.

Elimination of Requirement That States Move Toward
Comprehensive Medicaid Programs

(Sec. 230 of the bill)

Section 1903(e) of the medicaid statute requires that each State
make “a satisfactory showing that it is making efforts in the direction
of broadening the scope of the care and services made available under
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the plan and in the direction of liberalizing the eligibility requirements
for medical assistance.” Under an amendment adopted by the Con-
gress in 1969 (Public Law 91-36), the operation of this provision was
suspended for two vears, until July 1, 1971, and the date by which
the States were to have comprehensive medicaid programs (applying
to everyone who meets their eligibility standards with respect to in-
come and resources) was changed from 1975 to 1977,

The committee has been concerned with the burden of the medicaid
program on State finances. The expansion of the medicaid program
and liberalization of eligibility requirements for medical assistance
which is required by section 1903 (e} could increase this burden and
may result in States either cutting back on other programs or their
considering dropping medicaid.

The committee agrees with the action of the House repealing sec-
tion 1903(e). When the operations of the State medicaid programs
have been substantially improved and there is assurance that program
extensions will not merely result in other medical costs inflation, the
question of expansion of the program can then be reconsidered.

Amount of Payments Where Customary Charges for Services
Furnished Are Less Than Reasonable Cost

(Sec. 233 of the bill)

Under present law, reimbursement under the medicare program is
based on the reasonable costs incurred by providers of services {but
only for inpatient hospital services under medicaid and the maternal
and child health programs) in providing services to individuals cov-
ered by these programs. This results, in some cases, in these programs
paying higher amounts for services received by covered individuals
than such individuals would be charged if they were not covered by
these programs, because, in some cases, a provider's customary charges
to the general public are set at a level which does not reflect the pro-
vider’s full costs.

The committee believes that it is inequitable for the medicare,
medicaid, and the child health programs to pay more for services than
the provider charges to the general public. To the extent that a pro-
vider’s costs are not reflected in charges to the public generally, such
costs are expected to be met from income other than revenues from
patient care—for example, from endowment or investment income.
The bill would provide, therefore, that reimbursement for services
under the medieare, medicaid, and maternal and child health pro-
grams could not exceed the lesser of the reasonable cost of such services
as determined under section 1861 (v) of the Social Security Act, or the
customary charges to the general public for such services.

However, the committee believes that it would be undesirable to
apply this provision in the case of services furnished by public pro-
viders of services free of charge or at a nominal fee. The bill would
provide, therefore, that where services are furnished by a public pro-
vider of services free of charge or at a nominal charge, the Secretary
shall specify by regulation reimbursement based on those elements of
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costs generally allowed in the determination of reasonable cost that he
ﬁnds \Yill result in fair reimbursement for such services. In such cases
fair reimbursement for a service could not exceed, but could be less than
the amount that would be paid under present law.

The committee recognizes that a provider’s charges may be lower
than its costs in a given period as a result of miscalculation or special
circumstances of limited duration, and it is not intended that pro-
viders should be penalized by such short-range discrepancies between
costs and charges. Nor does the committee want to introduce any incen-
tive for providers to set charges for the general public at a level sub-
stantially higher than estimated costs merely to avoid being penalized
by this provision, Thus, the committee recognizes the desirability of
permitting a provider that was reimbursed under the medicare, mediec-
aid and child health programs on the basis of charges in a fiscal
period to carry unreimbursed allowable costs for that period forward
for perhaps two succeeding fiscal periods. Should charges exceed costs
in such succeeding fiscal periods, the unreimbursed allowable costs
carried forward could be reimbursed to the provider along with cur-
rent allowable costs up to the limit of current charges.

The committee intends that for purposes of administering this pro-
vision, “customary charges” shall mean (1) the charges listed in an
established charge schedule (if the institution has only a single set of
charges applied to all patients), or (2) the most frequent or typical
charges imposed (if the institution uses more than one charge for a
single service). However, in order to be considered to be the “customary
charge,” a charge would have to be one that was actually collected
from a substantial number of individuals. A charge set up in name
only, perhaps primarily to avoid the effect of this provision, is not in-
tended to determine medicare reimbursement.

The provisions relating to medicare would be effective with respect
to services furnished by hospitals, skilled nursing facilities and home
health agencies in accounting periods beginning after December 31,
1972. Provisions relating to medicaid and maternal and child health
would be effective for accounting periods beginning after December 31,
1972.

Institutional Planning Under Medicare

(Sec. 234 of the bill)

Under present medicare law, there is no requirement for providers of
services to develop fiscal plans such as operating and capital budgets.
However, the committee is aware of the fact that health care facilities
have come under increasing criticism on the grounds that they fail to
follow sound business practices in their operations. The Advisory Com-
mittee on Hospital Effectiveness, established by the Secretary of
HEW in its report stated, “* * * the fact must be faced that defi-
ciencies in hospital management owe something, at least to inatten-
tion, indifference, or lack of information on the part of some hospital
boards, and some trustees with the best intentions and energy have
not been adequately informed by administrations on what the func-
tions of a hospital trustee, or a hospital should be.” In recommending
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the requirement contained in the bill, the Secretary’s committee
stated, “The requirement that detailed f)udgets and operating plans
be prepared annually as a condition of approval for participation in
Federal programs can be expected to disclose management inefficien-
cies in such health care institutions as a necessary first step toward
bringing about needed improvements. Especially, the committee be-
lieves this requirement will compel the attention of many hospital
trustees to lapses in management that would not be permitted in their
own businesses.”

The Committee on Finance agrees with the provision in the House
bill which would require providers of services (including hospitals
accredited by the Joint Commission on Accreditation of Hospitals),
as a condition of participation under the medicare program, to have
a written overall plan and budget reflecting an operating budget and
a capital expenditures plan. The overall plan would be expected to
contain information outlining the services to be provided in the future,
the estimated costs of providing such services (including proposed
capital expenditures in excess of $100,000 for acquisition of land, build-
ings, and equipment and replacement, modernization, and expansion
of the buildings and equipment), and the proposed methods of financ-
ing such costs. It would have to be prepared under the direction of the
governing body of the institution, by a committee consisting of rep-
resentatives of that body, the administrative staff and the medical
staff. The plan would cover the immediately following year and the
immediately following 8-year accounting period and would be re-
viewed and updated annually to assure that it is consistent with the
budgetary program of the provider.

The plan would not be reviewed for substance by the Government or
any of its agents. The purpose of the provision is to assure that such
institutions carry on budgeting and planning on their own. It is not
intended that the Government will play any role in that nrocess.

A similar provision was approved by the committee in 1970 and in-
cluded in H.R. 17550 as passed by the Senate.

The new condition of participation would have to be met with re-
spect to any provider of services for fiscal years of the nrovider
beginning after the fifth month after the month of enactment.

Prohibition Against Reassignment of Claims to Benefits
(Sec. 236 of the bill)

Under present law, payment for services furnished by a physician
or other person under the supplementary medical insurance program is
made: (1) to the beneficiary on the basis of an itemized bill. or (2) to
the phvsician or other person who provided the services on the basis of
an assignment under the terms of which the reasonable charge is the full
charee for the service, Present law also provides that payment for such
services under the medicaid prooram is made to the physician or other
person providing the services. The law is silent with respect to reas-
signment by phvsicians or others who provide services of their richt
to receive payment under these programs. The Department of Health,
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Education, and Welfare makes such reassigned payments under medi-
care without specific legislative authority.

Xperience with this practice under these programs shows that some
physicians and other persons providing services reassign their rights
to other organizations or groups under conditions whereby the organi-
zation or group submits claims and receives payment in its own name.
Such reassignments have been a source of incorrect and inflated claims
for services and have created administrative problems with respect to
determinations of reasonable charges and recovery of overpayments.
Fraudulent operations of collection agencies have been identified in
medicaid. Substantial overpayments to many such organizations have
been identified in the medicare program, one involving over a million
dollars.

The committee concurs with a provision in the House bill which
seeks to overcome these difficulties by prohibiting payment under
these programs to anyone other than the patient. his physician, or
other person who provided the service, unless the physician or other
person is required as a condition of his employment to turn his fees
over to his employer, or unless the phvsician or other person has an
arrangement with the facility in which the services were provided
under which the facility bills for the services. Also, direct payment
could be allowed to a foundation, association. plan, or contractor
which provides and administers health care through an organized
health care delivery system. An example of this tvpe of organization
would be a prepaid group practice or other svstem recognized by the
State title XIX agency. It is not the intent of the committee that this
provision apply to pavments to providers of services that are based on
the reasonable cost of the services.

This provision would not preclude a physician or other person who
provided the services and accepted an assionment from having the
pavment mailed to anvo}rlw or any organization he wishes, but the pay-
ment would be to him in hisname.

The provision wonld in no wav interfere with the fiscal relationships
between physician and hospitals. in the case of hospital-based pathol-
ogists and radiolocists, for example.

PThis provision as it anplies trlm medicare would be effective with re-
spect to bills submitted after the enactment date. For medicaid the
provision wonld be effective January 1. 1973, or carlier if the State

plan so provides.

Notification of Unnecessary Admission to a Hospital or Extended
Care Facility Under Medicare

(Sec. 238 of the bill)

Under present law, the utilization review committee required to
function in each hospital and extendeqd care facility must review all
long-stay cases and at least a sample of admissions. When in the re-
vie:v of a long-stay case the utilization review committee determines
that further stay in the institution is not medically necessary, the com-
mittee is required to notify promptly the physician, the patient, and



the institution of its finding. No medicare payment is made for any
services furnished after the third day following such notification.

The committee approves the provisions in_the House bill which
would require a similar notification, and a similar payment cut-off
after 3 days, to be made where the utilization review committee in
its sample or other review of admissions finds a case where hospi-
talization or extended care is no longer necessary (or never was
necessary). Thus, the committee’s bill would remove the anomaly of
continuing payment in a case where the utilization review committee
determined in the course of sample or other review that admission to
the institution or further stay was not necessary and would make
parallel the treatment accorded long-stay cases and cases reviewed
on a sample basis. . .

This provision would be effective with respect to services furnished
after the second month following enactment of the bill.

206

Use of State Health or Other Appropriate Medical Agency To
Perform Certain Functions Under Medicaid and Maternal and
Child Health Programs

(Sec. 239 of the bill)

Under present law, one State agency may have the responsibility
for certifying health facilities for participation in the medicare pro-
gram and another agency for certifying health facilities for partici-
pation in medicaid and maternal and child health programs. The com-
mittee believes that this duplication of effort in the verification of and
in the establishment and maintenance of health standards is unneces-
sary and inefficient. The committee’s bill would require the State
to provide that the State health agency (or the State medical agency
which licenses health facilities) shall perform these functions for med-
icare. medicaid, and the maternal and child health programs.

In its approval of a similar provision in H.R. 17550, the committee
authorized the use of the appropriate State ageney rather than limit-
ing the designation to “State health agency,” since in some States an-
other agency performs the certification function for medicare. The
House has incorporated this change into this section in H.R. 1.

The committee also believes that the effectiveness and economy
of the medicaid program would be enhanced through development
of capability in each State to perform utilization reviews, to estab-
lish standards relating to the quality of health care furnished to
medicaid recipients, and to review the quality of the services pro-
vided. Activities such as these would provide information on the
under- or over-ntilization of resources and the quality and appropri-
ateness of care. These activities would be undertaken only where they
are not duplicative of responsibilities assumed by professional stand-
ards review organizations,

To encourage the development of the capabilities upon which these
improvements would be based, the committee hill provides for the
establishment of standards relating to the quality of care furnished
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to medicaid recipients, and review by appropriate professional health
personnel of the quality and appropriateness of services provided.
Federal matching at the 75-percent rate is now available for the costs
of the health professionals and their supporting staff found necessary
n carrying out such functions.

This provision would be effective January 1, 1973.

Relationship Between Medicaid and Comprehensive Health Care
Programs

(Sec. 240 of the bill)

Present law provides that under medicaid all eligible recipients
should receive the same scope of services; that those services should be
available throughout the State and that recipients should have free-
dom of choice with regard to where they receive their care.

Section 1902(a) (23) also provides that recipients be allowed to ob-
tain medical care through organizations which provide such services
(or arrange for their availability) on a prepayment basis, if the recipi-
ent so chooses.

State agencies often cannot make pre-payment arrangements with
organizations such as neighborhood Eealth centers or prepaid group
practices to provide services to medicaid recipients which might result
in more efficient and economical delivery of health services, because
the prospective arrangements might violate the law in that some
recipients might receive a broader scope of benefits than others. This
is so because the possibility for making such arrangements may only
exist in certain areas of a State. In addition, these organizations pro-
vide services which are often broader in scope than the services re-
ceived under the medicaid plan, and, therefore, are not available
throughout the State. Under current law States are able to contract
with such organizations only; (a) through a waiver provision because
the particular contract is a demonstration project, or (b) through
establishing a separate premium rate for the particular set of services
offered under the State plan.

The committee added an amendment to H.R. 17550 designed to
meet this problem by allowing States to waive Federal statewideness
and comparability requirements when arranging for the delivery of
health services on a prepaid basis. The House has incorporated this
provision into H.R. 1. . . o .

The committee reaffirms its earlier position in approving the House
provision which would enable States to waive Federal statewideness
and comparability requirements, if a State contracts with an organi-
zation which has agreed to provide health care and services in addition
to those offered under the State plan to eligible people who reside in the
geographic area served by such an organization, and who elect to ob-
tain such care and services from such an organization. Payments to
such organizations could not be higher on a per capita basis than per
capita payments expended for medicaid eligibles in the same general
geographic area who are not under the proposed arrangement.
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Penalties for Fraudulent Acts and False Reporting Under
Medicare and Medicaid

(Sec. 242 of the bill)

Under present law, . false statement or representation of a mate-
rial fact in any application for payment under social security pro-
grams is defined as a misdemeanor and carries a penalty of up to 1
year of imprisonment, a fine of $1,000, or both. )

The committee believes that a specific provision defining acts sub-
ject to penalty under the medicare and medicaid programs should be
included to provide penalties for certain practices which have long
been regarded by professional organizations as unethical, as well as
unlawful in some jurisdictions, and which contribute appreciably to
the cost of the medicare and medicaid programs. Thus, under a provi-
sion in the House bill approved by the committee with technical
changes, the criminal penalty provision would include such practices
as the soliciting, offering, or accepting of kickbacks or bribes, includ-
ing the rebating of a portion of a fee or charge for a patient referral,
involving individuals, providers of health care services and business
entities such as corporations, companies, associations, firms, partner-
ships, societies, and joint stock companies. In addition, the provision
would include penalties for concealing or failing to disclose knowledge
of any event affecting a person’s right to any benefit payment with the
intent to defraud, or for knowingly and willfully converting benefits
or payments to improper use. The penalty for such acts, as well as
false statements or representations of material facts in any applica-
tion for payment under the medicare and medicaid programs, would
be a fine of $10,000, 1 year of imprisonment, or both.

Continuing investigation and review of reports by the Gemeral
Accounting Office have indicated that false statements may have been
made by individuals and institutions with respect to health and safety
conditions and operating conditions in health care facilities in order to
secure approval for participation in the medicare and medicaid pro-
grams. While the numbers of different individuals and institutions
involved in such frand may not be large in relation to the number
participating in the program, the committee believes that a specific
penalty for such acts should be provided to deter the making or in-
ducing of such statements. Thus, specific provisions wounld be included
under title XVIII (medicare) and under title XIX (medicaid) of
the Social Security Act whereby anyone (including, but not limited to,
such business entities as corporations, companies, associations, firms,
partnerships, societies, and joint stock companies) who knowingly
and willfully makes, or induces or seeks to induce the making of, &
false statement of material fact with respect to the conditions and
operation of a health care facility or agency in order to secure certi-
fication or recertification or approval to participate in the medicare
and medicaid programs would be subject to imprisonment for up to 6
months, a fine not to exceed $2,000, or both.

These provisions would be in addition to and not in lieu of any other
penalty provisions in State or Federal law. A similar provision was
approved by the committee in 1970 and included in H.R. 17550 as
passed by the Senate.



209

Coverage of Supplies Related to Colostomies
(Sec. 252 of the bill)

. Medicare covers the bag and straps which must be used in conjunc-
tion with some colostomies (an artificial opening of the bowel to the
abdominal wall which is often made necessary by surgery for cancer
of the bowel). The equipment is covered as it is considered’a prosthetic
device (a replacement for a body organ).

Some bowel cancer patients have surgery which results in a different
type of colostomy necessitating daily irrigation and flushing rather
than permanent attachment of a bag. Medicare does not cover this
irrigation and flushing equipment. since it is not permanently attached
to the body and is therefore not considered a prosthetic device. This
results in unequal treatment by the program of patients with
colostomies.

The committee bill would add a phrase to the statute to include
coverage for material directly related to the care of a colostomy.

The amendment is effective upon enactment.

Coverage Prior to Application for Medicaid
(Sec. 255 of the bill)

Under present law a State may, at its own option, cover the cost of
health care provided to an otherwise qualified recipient for the three
months prior to his application for medicaid. Thirty-one States have
elected to provide this coverage, thereby protecting persons who are
eligible for medicaid but do not apply for assistance until after they
have received care, either because they did not know about the medic-
aid eligibility requirements or because the sudden nature of their
illness prevented their applying.

The committee agrees with the House that such coverage is reason-
able and desirable and recommends, as it did in 1970 in H.R. 17550,
that States be required to provide protection for that 3-month period.
Therefore, the committee bill requires all States to provide coverage
for care and services furnished in or after the third month prior to
application to those individuals who were otherwise eligible when the
services were received. Included as elisrible under the three-months
retroactive coverage requirement would be deceased individuals whose
fatal condition prevented them from applying for medicaid coverage
but who would have been eligible if application had been made.

States are expected to modify their provider agreements where
applicable so as to permit the apphcatlon of appropriate utlhzatlo_n
control procedures retroactively in these cases to assure that appropri-
ate and necessary care was delivered.

This provision would be effective July 1, 1973.

Hospital Admissions for Dental Services Under Medicare
(Sec. 256 of the bill)
Under present medicare procedures, when a patient is hospitalized
in connection with the performance of noncovered dental procedures,

payment may be made for inpatient hospital services if the patient
has other impairments so severe that hospitalization is necessary. In
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some cases, intermediaries require that a physician certify to the
medical necessity of dental admissions, since hospitalization is or-
dinarily not necessary for the provision of dental services. Where
such a certification is required, the dentist who will be performing the
dental procedures must arrange for a physician to make the necessary
certification.

The committee approves the provision in the House bill which
would authorize the dentist who is caring for the patient to make the
certification of the necessity for inpatient hospital admission for non-
covered dental services under the above circumstances without requir-
ing a corroborating certification by a physician. The committee be-
lieves that in these kinds of cases the dentist is in a better position to
make the necessary evaluation of the patient’s condition and probable
reaction to dental surgery than is a physician who may not be familiar
either with the patient or the nature of the dental procedures to be
performed.

This provision would be effective with respect to admissions occur-
ring after the second month following enactment of the bill.

Extension of Grace Period for Termination of Supplementary
Medical Insurance Coverage Where Failure To Pay Premiums
Is Due to Good Cause

(Sec. 257 of the bill)

Under present law, an individual’s coverage under the supple-
mentary medical insurance part of medicare is terminated for non-
payment of premiums. The termination is effective on a date
determined under regulations which may be established so as to pro-
vide a grace period (not in excess of 90 days) during which overdue
premiums may be paid and coverage continued.

Several types of cases have arisen in which termination of an indi-
vidual's supplementary medical insurance protection for failure to
pay all premiums due within 90 days is clearly inequitable. For ex-
ample, there have been cases where for reasons of physical or mental
ineapacity the enrollee was unable to make the premium payment
within the allowed time limit and there was no one acting on his
behalf to protect his interests. In other cases. coverage has been termi-
nated because the enrollee mistakenly believed that payment had been
macde when actually it had not.

The committee approves the provision in the House bill which
would extend the 90-day grace period for an additional 90 days
where the Secretary finds that there was good cause for failure to pay
the premium before the expiration of the initial 90-day grace period.

This provision would apply to such cases of nonpayment of premi-
nms due within the 90-day period preceding the date of enactment.

Extension of Time for Filing Claim for Supplementary Medical
Insurance Benefits Where Delay Is Due to Administrative Error

(Sec. 258 of the bill)

Under present law, a claim for benefits under the supplementary
medical insurance program must be filed by December 31 of the year
following the year m which the services were provided. (For this pur-
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pose, services furnished in the last 3 months of a year are deemed to
have been furnished in the following year.) The present time limit is
adequate for the vast majority of supplementary medical insurance
claims. In some few cases, however, beneficiarics have failed to file a
timely claim due to a mistake or other action on the part of the Govern-
ment or one of its agents. For example, misinformation from an official
source or delay in establishing supplementary medical insurance en-
titlement has resulted in late filing of claims.

The committee has approved a provision in the House bill which
would provide that where a claim under supplementary medical in-
surance is not filed timely due to error of the Government or one of
its agents, the claim may nevertheless be honored if filed as soon as
possible after the facts in the case have been established. This pro-
vision would assure that claimants would not be treated inequitably
because of such an error.

This amendment would apply with respect to bills submitted and
requests for payment made after March 1968.

Waiver of Enrollment Period Requirements Where Individual’s
Rights Were Prejudiced by Administrative Error or Inaction

(Sec. 259 of the bill)

Under present law, an individual can enroll in the supplementary
medical insurance program during his initial 7-month enrollment
period, beginning with the third month before the month he attains age
65, or during any general enrollment period (during the first 3 months
of each year), which begins within 3 years after the end of his initial
enrollment period. (The committee bill includes a provision which
would eliminate the 3-year limit on enrollment. That provision is
discussed immediately following discussion of this provision.)

There have been some relatively rare cases in which it has been dis-
covered that due to an action, inaction, or error on the part of the
Government an individual is in fact enrolled. or is in fact not enrolled,
under suppementary medical insurance when both the individual and
the Government had until then believed that the reverse was true.
Although rare, such cases may be a cause of considerable hardship and
distress to the individuals involved, and present law permits no relief
to be given. .

The committee shares the belief of the Committee on Ways and
Means that where an individual’s enrollment rights under supple-
mentary medical insurance has been prejudiced because of the action,
inaction or error on the part of the Government, he should not be
penalized or caused hardship. The bill, therefore, authorizes the Sec-
retary to provide such equitable relief as may be necessary to correct
or eliminate the effects of these situations, including (but not limited
to) the establishment of «w special initial or subsequent enrollment
period, with a coverage period determined on the basis thereof and
with appropriate adjustments of premiums. i )

This provision would apply te all cases which have arisen since the
beginning of the program but it is not contemplated that the admin-
istration be required to conduct an extensive search for cases which

arose prior to enactment.
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Elimination of Provisions Preventing Enroliment in Supplemen-
tary Medical Insurance Program More Than 3 Years After

First Opportunity .
(Sec. 260 of the bill)

Under present law, an individual can enroll for the first time in the
supplementary medical insurance program during his initial 7-month
enrollment period, beginning with the third month before the month
he attains age 65, or during any general enrollment period (during the
first 3 months of each year) which begins within 3 years after the end
of his initial enrollment period. A person whose enrollment has termin-
ated may not enroll for the second time in supplementary medical in-
surance unless he does so in a general enrollment period which begins
within 3 years after the effective date of such termination. An individ-
ual may reenroll only once.

The 3-year enrollment limit was included in the law (as are other
limitations on enrollment in the supplementary medical insurance pro-
gram) in the interest of avoiding antiselection in case the enrollment
under the program was not a very substantial proportion of people
eligible to enroll. For example, substantial numbers of people who are
relatively healthy might delay enrollment until they are well past age
65 and have become sick, at which point they would enroll and receive
substantial benefits without having paid much in premiums. However,
since there is now a 95-percent rate of participation in the program and
since the vast majority of enrollees enroll at the earliest possible time,
there would seem to be no reason to retain the 3-year limit on enroll-
ment. Further, present law provides that premiums for late enrollees
are increased 10 percent for each full 12 months elapsed between the
time they could have enrolled and actually do enroll and this provision
would be retained. Such Jate-enrollment charges serve to prevent
antiselection and to meet the higher costs associated with those who
enroll at older ages. It is not intended, of course, that the months for
which the law itself precluded individuals from enrolling or reenroll-
ing would apply in determining the late-enrollment charges.

The committee approves the provision in the House bill which would
eliminate the 3-year limit with respect to both initial enrollment and
reenrollment after an initial termination. Enrollment periods would
remain as presently defined and the restriction limiting individuals
who terminate enrollment to reenroll only once would be retained.

This provision would apply to all those who are ineligible to enroll
because of the 3-year limit in effect under present law.

Waiver of Recovel_'y of Incorrect Medicare Payments From
Survivor Who Is Without Fault

(Sec. 261 of the bill)

Under present law, an individual to whom (or on behalf of whom)
a medicare overpayment is made is subjected to recovery action with re-
spect to such overpayment, except that the recovery action may be
waived if the individual is without fault and if recovery would de-
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feat the purposes of the cash social security title (title II) of the
Social Security Act or would be against equity and good conscience. If
such individual dies, recovery action is initiated as necessary from any
other individual who is recéiving cash social security benefits on the
same earnings record as the deceased overpaid beneficiary. In the lat-
ter situation, however, waiver of recovery action is not permitted even
though the surviving beneficiary—a widow, for example—is without
fault with respect to the overpayment.

The Social Security Amendments of 1967 included a provision which
permitted recovery to be waived in the case of cash benefits if the indi-
vidual from whom recovery is being considered is without fault, even
though the overpaid individual was at fault. However, the comparable
change with respect to medicare overpayments was not made. As a
result, there are situations in which, for example, an overpayment
made to a deceased beneficiary is the responsibility of his widow even
though she was without fault in causing the overpayment, whereas if
the overpayment had been made to or on behalf of the widow herself,
the waiver provision would apply if she were not at fault.

The committee approved a provision in the House bill which would
rectify this anomaly by permitting any individual who is liable for
repayment of a medicare overpayment to qualify for waiver of re-
covery of the overpaid amount 1f he is without fault and if such recov-
ery would defeat the purposes of title IT or would be against equity
and good conscience.

Requirement of Minimum Amount of Claim To Establish Entitle-
ment to Hearing Under Supplementary Medical Insurance
Program

(Sec. 262 of the bill)

Under present law, people enrolled in the supplementary medical
insurance program are assured an opportunity for a fair hearing by
the carrier when requests for payment under supplementary medical
insurance are denied or are not acted upon with reasonable promptness.
or when the amount of the payment is in controversy, regardless of the
dollar amount at issue. Experience under the program indicates that
the holding of a full fair hearing is unwarranted in cases where the
amount in controversy is relatively small. Carriers have reported cases
involving $5 and %10 claims foy which the cost of holding a fa]r hear-
ing has exceeded $100. Approximately 45 percent of the hearings held
since the beginning of the program have involved an amount less than

- $100. Further, regulations require earriers to have a reconsideration
review of all denied claims. Such review involves different claims per-
connel than those who acted on the original claim and should be suffi-

i ction in small claims cases. )
Cle’i‘lﬁg f:?)trflnlittee approved a provision of the House bill which would
require that a minimum amount of $100 be at issue before an enrollee
in the supplementary medmal insurance program will be granted a
fair hearing by the carrier. . . .

The provision would be effective with respect to hearings requested
after the enactment of the bill.
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Provide That Services of Optometrists in Furnishing Prosthetic
Lenses Not Require a Physician’s Order

(Sec. 264 of the bill)

Under present law, optometric services are not covered except with
respect to services incidental to the fitting and sugplying of prosthetic
lenses ordered by a physician. The House bill does not provide for
any change in the present limitation on coverage of optometric services.

The committee believes that the medicare requirement that a phy-
sician’s prescription or order accompany requests for payment for
covered prosthetic lenses when such lenses are ‘}urnished by an optome-
trist unduly limits both patient and optometrist. The patient’s choice
of having either an ophthalmologist or an optometrist to furnish him
with prosthetic lenses should no longer be biased by this requirement.

The committee therefore agrees with the provision in the House bill
which would recognize the ability of an optometrist to attest to a
beneficiary’s need for prosthetic lenses by amending the definition of
the term “physician” in title XVIII to include a doctor of optometry
authorized to practice optometry by the State in which he furnishes
services. An optometrist would be recognized as a “physician” only for
the purpose of attesting to the patient’s need for prosthetic lenses. (Of
course, neither the physician nor the optometrist would be paid by
medicare for refractive services when the beneficiary has been given
a prescription by a physician for the necessary prosthetic lenses.) This
change would not provide for coverage of services performed by
optometrists other than those covered under present law, nor would it
permit an optometrist to serve as a “physician” on a professional
standards review organization.

A similar provision was developed by the committee in 1970 and
included in H.R. 17550 as passed by the Senate.

Refund of Excess Premiums Under Medicare

(Sec. 266 of the bill)

Under present law, where part B entitlement terminates due to the
death of the enrollee, refund of any excess premiums is made, upon
claim, to the legal representative of the enrollee’s estate. If there is no
legal representative and it is reasonably certain that none will be
appointed, refund may be made, only upon claim, to a relative of the
deceased on behalf of the estate.

Early in the program it was recognized that excess part B premiums
paid by a deceased enrollee could be best disposed of, in those cases
where there is no legal representative of the deceased’s estate, by add-
ing them to benefits subsequently payable on the same medicare claims
number or to those relatives who would (except for age or dependency
requirements) be eligible on the same record, However, the Office of
General Counsel advised that this could not be done in the absence of
necessary authority in the law. Consequently, the much more cumber-
some claims procedure has had to be used. Where there is no claim for
the excess premium payments, no refund is made.

i

}
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A similar problem is likely to exist with respect to premiums paid
in advance under those provisions of the bill which would provide, at
an initial cost of $33 per month per enrollee, hospital insurance cover-
age for people who are age 65 and over who are not eligible for such
coverage under present law and certain other persons age 60 to 64.
[he committee has therefore approved a provision in the House bill
which would provide authority for the Secretary to dispose of excess
supplementary medical insurance premiums and excess hospital insur-
ance premiums in the same manner as unpaid medical insurance bene-
fits are treated.
A similar provision was approved by the committee in 1970 and
included in H.R. 17550 as passed by the Senate.

Exemption qf Christian Science Sanatoriums From Certain
Nursing Home Requirements Under Medicaid

(Sec. 268 of the bill)

Under present law, Christian Science sanatoriums are permitted to
participate in the medicaid program as skilled nursing homes, and as
such, are required to meet the general requirements established for
skilled nursing homes.

The committee agrees with the House that Christian Science sana-
toriums which do not actually provide medical care, should not be
required to have a skilled nursing home administrator licensed by the
State, to maintain an organized nursing service under the direction of
a registered nurse, to maintain detailed medical records, or to have
diagnostic and other service arrangements with general hospitals. The
bill would, therefore, exempt Christian Science sanatoriums from the
requirements for a licensed nursing home administrator, requirements
for medical review, and other inappropriate requirements of the
medicaid program. .

Such sanatoriums will be expected to continue to meet all applicable
safety standards.

The committee approved a similar amendment in 1970.

Increase in Maximum Federal Medicaid Amount for
Puerto Rico

(Sec. 271 of the bill)

At present, Federal matching funds for Puerto Rico’s medicaid
expenditures are at a rate of 50 percent, except that the total amount
of Federal funds may not exceed $20 million in any fiscal year.

The committee believes that the $20 million Federal maximum on
medicaid payments to Puerto Rico should be adjusted to reflect the
rise in hospital and health care costs, as well as the increase in the
number of persons eligible for medicaid since 1967, when the ceiling
and matching rates were established. )

The committee recognizes the efforts made by Puerto Rico to pro-
vide comprehensive health care. Among the ]urlgdlctlons W}th mgdm-
aid programs, Puerto Rico ranks 13th in expenditures per inhabitant
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for medical assistance. Because Puerto Rico spends considerably more
on its medicaid program than the $20 million necessary to receive full
Federal matching, the Federal share of Puerto Rico’s title XIX pro-
gram was only about 39 percent in fiscal year 1971.

The committee therefore added a provision to H.R. 17550 providing
that the Federal ceiling on title XIX payments to Puerto Rico be in-
creased to $30 million effective with fiscal year 1972 and fiscal years
thereafter. The 50 percent Federal matching rate would remain
unchanged.

The House indicated their approval of the committee action in 1970
by including a similar provision in H.R. 1.

Inclusion of American Samoa and the Trust Territory of the
Pacific Islands Under Title V

(Sec. 272 of the bill)

American Samoa and the Trust Territory of the Pacific Islands are
not presently eligible to receive formularfyund allocations under the
maternal and child health and crippled children programs, as are
States and Puerto Rico and the Virgin Islands.

In order to improve maternal and child health and crippled chil-
dren programs in these areas, the Finance Committee has approved an
amendment to authorize eligibility under title V for Samoa and the
Trust Territory of the Pacific Islands.

The resulting cost is estimated to be approximately $35,000 per year.

2. PROVISIONS OF THE HOUSE BILL SUBSTANTIALLY MODIFIED BY
THE COMMITTEE

Change in Hospital Insurance Coinsurance for Lifetime Reserve
Days Under Medicare

(Sec. 205 of the bill)

Under present law, payment may be made for up to 90 days of
inpatient hospital services furnished during a benefit period (spell of
illness), with the beneficiary being responsible for an inpatient hos-
pital deductible (currently $68) and, beginning with the 61st day of
his stay, a daily coinsurance amount equal to one-fourth of the in-
patient hospital deductible (now $17). In addition, present law pro-
vides each beneficiary with a nonrenewable lifetime reserve of 60 days
of inpatient hospital coverage upon which he may draw after having
exhausted the 90 days of covered care regularly available to him in a
benefit period ; a coinsurance amount equal to one-half of the inpatient
hospital deductible is applicable to each lifetime reserve day used.
. The House bill would provide for the application of a daily co-
insurance amount equal to one-eighth of the inpatient hospital de-
ductible for each day of inpatient hospital coverage during 2 benefit
period beginning with the 31st day and through the 60th day. The
House bill also would provide for an increase from 60 to 120 in the
number of “lifetime reserve” days for which inpatient hospital bene-
fits may be paid so that each medicare beneficiary would have avail-
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able to him at least 210 days of covered hospitalization, even if he had
only one benefit period. As under present law, the beneficiary would be
responsible for a coinsurance amount equal to one-half of the inpatient
hospital deductible for each lifetime reserve day used.

The committee bill would delete the provision in the House bill
requiring co-insurance payments from the 31st through the 60th day.

‘While the committee agrees that there is a need to more fully pro-
tect medicare bencficiaries against the high costs associated with pro-
longed use of inpatient hospital services and to promote the most ef-
fective utilization of such services, the committee believes that these
objectives can best be accomplished with little modification in present
lifetime-reserve provisions. The committee bill, therefore, would re-
duce the coinsurance amount applicable to lifetime reserve days from
L5 to 14 of the inpatient hospital deductible. The bill would make no
change in the number of lifetime reserve days provided for under
present law.

The committee believes that this approach will be of greater assist-
ance to those seriously ill aged who can least afford a high coinsurance
amount after having incurred heavy out-of-pocket costs during pro-
longed hospitalization. Effective professional review is the preferable
approach toward preventing unnecessary or avoidable utilization.

The change with respect to the reduced coinsurance for lifetime re-
serve days would apply to services furnished during spells of illness
beginning after December 31, 1972.

Penalty for Failure by States To Undertake Required
Institutional Care Review Activities

(Sec. 207 of the bill)

The committee is concerned over the fact that there exists in many
areas of the country a substantial degree of unnecessary and avoidable
utilization of costly institutional care under medicaid, accompanied by
insufficient usage of less costly alternative out-of-institution health
care. This has been repeatedly demonstrated by investigations of the
General Accounting Office, in HIEW Audit Agency reports and in
other testimony. As a practical matter, the Department of Health,
Education, and Welfare has seldom, if ever, recovered from a State
amounts improperly spent for non-covered care or services. Addi-
tionally, many States have not properly complied with utilization
review and independent medical audit requirements of the medicaid
program. L

While Federal dollars should be used to match State medicaid dol-
lars for the coverage of necessary institutional services under title
XIX, those Federal dollars Slhould' not be used to pay for unnecessary

inappropriate institutional services.
or’i‘llll‘;p(l])éfnpmittee on Ways and Means shares this concern. In order to
discourage and prevent overutilization, the House bill provided for:
(a) a decrease in the I ederal medical assistance percentage by one-
third after the first 60 days of care (1‘n a fiscal year) in a general or
TB hospital; (b) a reduction in the Federal percentage by one-third
after the first 60 days of care (in a fiscal year) in a skilled nursing
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home unless the State makes a showing satisfactory to the Secretary
that there is in the State an effective program of controls over utiliza-
tion of institutional care; (c¢) a decrease in Federal matching by one-
third after 90 days of care 1n a mental hospital (except this period
may be extended by an additional 30 days if the State agency certifies
that the patient is receiving active treatment and will benefit thera-
peutically from such additional hospitalization) and provision for no
Federal matching after a total of 365 days of such care during an
individual’s lifetime ; and (d) authority for the Secretary to compute
a reasonable cost differential for reimbursement purposes between
skilled nursing homes and intermediate care facilities.

Despite general agreement with the objectives of the House bill the
committee believes that the approach of the House bill needed improve-
ment because it did not differentiate between those States which are
adequately controlling utilization and those which are not, thereby
unjustifiably penalizing some States. '

The committee has modified the House provision so that, in ad-
dition to requiring each State to make a satisfactory showing to the
Secretary that it has an effective program of utilization controls over
institutional care, it would also require that States, in fact, conduct the
%ndependent professional audits of patients as mandated by present

aw.

The committee believes that a cutoff of Federal matching for hospi-
tal and mental hospital care utilizing arbitrary limitations would be in-
appropriate where the State can demonstrate that the patient needs the
care and is benefiting from it. Therefore the committee has amended the
House provision so that where a State makes a satisfactory showing to
the Secretary that it has an effective program of control over the util-
ization of hospital and mental hospital care. the 60-day limitation in
general and TB hospitals and the 90-day or 120-day annual limitation
and the 365-day lifetime limitation on care in mental hospitals would
not apply.

In view of the transfer of the title XI intermediate care facility
program to the title XIX program, the committee has brought ICF
services into the scope of this amendment. ICF services would be sub-
ject to a reduction in Federal matching after 60 days unless the State
provides satisfactory assurance that the required review and audits are
being undertaken.

To assure actual—rather than paper—compliance with these require-
ments, the committee amendment would require the Secretary’s vali-
dation of State utilization controls and independent professional
audits to be made on a sample, on-site basis in each State and that such
findings be made a matter of public record.

The committee believes that this approach would differentiate be-
tween those States which are adequately controlling utilization and
those which are failing to meet this obiective, and would not unfairly
penalize those States which have established proper controls. Thus,
only those States which do not employ and apply proper utilization and
medical review methods would suffer a decrease in Federal matching.

The committee has climinated the House provision anthorizing an
increase in the Federal matching percentage for States contracting
with health maintenance organizations or other comprehensive health
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care organizations. If health maintenance organizations and other com-
prehpnswe health care organizations represent a more efficient and eco-
nomical approach to the delivery of health services, increased Fed-
eral matching should not be necessary as an added incentive for the
States to contract with these organizations.

The amendment would be effective July 1,1973.

Cost-Sharing Under Medicaid
(Sec. 208 of the bill)

Under present law and regulations, States may require payment by
the medically indigent (those not eligible for cash assistance because
of income and resources) of premiums, deductibles and co-payment
amounts with respect to medicaid services provided them, but such
amounts must be “reasonably related to the recipient’s income and re-
sources.” States cannot impose deductibles or co-payments on cash as-
sistance recipients.

The House bill would require States which cover the medically in-
digent to im]iose premium charges on the medically indigent. The
premium would be graduated by income in accordance with standards
prescribed by the Secretary. In addition, under the House bill, States
could at their option require payment by the medically indigent of
deductibles and copayment amounts which would not have to vary by
level of income. Finally, with respect to cash assistance recipients,
nominal deductible and copayment requirements, while prohibited for
the six mandatory services, would be permitted with respect to optional
medicaid services.

The committee substantially modified the above House provisions.

The committee bill, as does the House bill, requires States which
cover the medically indigent under their medicaid programs to im-
pose a monthly premium enrollment fee, graduated by income, in
accordance with standards prescribed by the Secretary, for those who
are not eligible for cash assistance. It is expected that the amount of
the premium would not serve as a barrier to entry into the program.
For persons entering the program through the so-called spend-down
(where medical expenses are deducted from income in determining
cligibility), the amount of the premium would be considered as a
medical expense. No other premium or enrollment fee could be im-
posed on the medically indigent under a State’s plan, but States may
at their option impose non-income related deductibles and co-payments
on the medically indigent with respect to patient initiated elective
services only. These deductibles and co-payments are expected to be
of a nominal nature. The committee does not intend them to apply
to inpatient hospital services, skilled nursing home care, or similar
services, where the practitioner determines utilization, but only to
services where the patient generally initiates use of the service, such as
initial office visits to physicians and dentists for routine care. With re-
spect to those services for which the practitioner in the main. deter-
mines utilization, the committee expects that the major control of
utilization will occur through professional review mechanisms such

as PSRO review.



220

Limiting co-payments and deductibles for the medically indigent
to modest amounts for patient-initiated elective services only is con-
sistent with the committee’s belief that such cost-sharing devices in
the medicaid program should not impose such a financial
hardship on the recipient that he is hesitant to seek needed medical
services when he is ill. This limitation represents a modification of the
House bill, which would allow States to impose non-income related
co-payments and deductibles on the medically indigent for all medical
services under the medicaid program.

With respect to the indigent required to be under the medicaid
program, the committee believes that no premium enrollment fees,
deductibles or co-payments should be imposed. The committee believes
that the savings which would result from the imposition of co-pay-
ments on optional services ($5 million) would most probably be
exceeded by the administrative costs.

Conditions of Medicaid Eligibility for Certain Employed Families
and Newly Eligible Adult Recipients

(Sec. 209 of the bill)

Under present law, a portion of the earnings of cash assistance
recipients is disregarded in determining the amount of their cash
assistance benefit. These “earnings disregard” provisions are intended
as an incentive for employment by public assistance recipients. How-
ever, the consequent gradual loss of cash assistance as earned income
increases can have an unintended work disincentive effect at points in
the earnings scale where the earning of an extra dollar can mean the
phase-out of cash assistance and the loss of medicaid coverage. Just
below this income point, a person might not want to seek greater earn-
ings since additional earnings could make him ineligible for medicaid,
with the result that he would lose medical benefits worth many times
more than the dollar of marginal income which moved him off the
cash assistance rolls. This so-called “medicaid notch” is both inequita-
ble and a disincentive to work.

Even in States which do cover the medically indigent a problem
exists, since the maximum eligibility level for the medically needy
(13314% of the payment level) is, in a number of States, several
thousand dollars below the income level where cash assistance phases
out under the earnings disregard provision. Consequently, a family
which has worked off of cash assistance and lost medicaid coverage
would have to “spend down” to the eligibility level for the medically
needy to re-establish their eligibility for medicaid.

The House attempted to remove this “notech” by requiring AFDC
families with earnings to pay a medicaid deductible. In States without
a medically indigent program this deductible would be equal to one-
third of all earnings over $720 a year. The deductible amount is identi-
cal to the amount of earnings which AFDC families would be allowed
to retain as an incentive to work. In those States with programs for the
medically indigent, an AFDC recipient would not have to pay the
deductible until his retained earnings exceeded the difference between
a State’s cash assistance level and its medically indigent level. At this
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point, however, his medicaid deductible would increase dollar for
dollar with his retained earnings.

_Although the House provision eliminates any sudden loss of eligi-
bility for medicaid, the provision acts as a substantial work dis-
Incentive, since the medicaid deductible increases dollar for dollar, in
many cases with retained earnings. In addition, the provision would
probably be extremely difficult to administer.

Therefore, the committee has eliminated from the House bill all of
section 209, except subsection (d). It has developed in its stead a
substitute provision designed to assure that: 1) the medicaid notch
1s mitigated and no longer operates as a substantial disincentive to
work, 2) cash assistance recipients who are now eligible for medicaid
will not lose their medicaid eligibility as a result of increased income
from employment, and 3) administration of the provision will be equi-
table and reasonably simple. To accomplish this, the committee has
added an amendment which provides that when a welfare family with
children loses eligibility for cash assistance because of changes in earn-
ings, medicaid eligibility for that family would be continued for a
period of 12 months beginning with the month following the month
when cash assistance was terminated, provided that such family had
been Eecipients of cash assistance for at least three of the preceding 6
months.

The committee intends that medicaid benefits are to be available to
all families who can meet the cash assistance requirements in the State
(regardless of whether such family is receiving welfare cash payments,
employment program payments, wage subsidy, or a work bonus). States
would continue to provide medicaid coverage for the family for 1 year
after their earnings increase to the point where income exceeds the
relevant standard. Regular Federal matching available to States under
the title XIX program would be provided for such services.

Following the expiration of the 12 months of coverage such families
may elect to participate in the medicaid program by paying to the
Federal Government (or to the State acting as the Federal agent) a
premium equal to 20 percent of the family income in excess of $2,400
(calculated on a monthly basis). For this purpose. the amount of any
work bonus (authorized by title IV of this bill) will not be considered
as income. However, all other earned and unearned income, without
any disregard, will be considered in establishing the amount of pre-
mium liability for the family.

The Federal Government would assume the costs of such families
which are otherwise ineligible for medicaid in the State and which
opt for medicaid following the end of the 12-month period to the
extent that such costs exceed any premiums derived from all such
families in a State. If the State has established a premium for the
medically needy, in accordance with standards established by the Sec-
retary, as set forth in section 208, that premium would be applied to
these families no longer eligible for cash assistance because of increased
earnings, during the 12 months of special eligibility for medicaid ex-
tended to them under this provision. No other premium could be
imposed. o s e .

Similarly, employment program families otherwise ineligible for
medicaid could opt for such coverage on the 20 percent premium



222

basis with the Federal Government assuming any additional costs of
their coverage.

The medicaid services available to those families not otherwise
covered under the State title XIX program and who elect to pay
premiums as described above, would include the mandatory services
of medicaid, subject to the limitations of duration and scope estab-
lished by the State in its title XIX State plan, and such other optional
services as are provided in that plan for eligible persons under the
State program.

The committee has included the substance of the House amendment,
which gives States the option of covering under medicaid aged, blind
and disabled persons made newly eligible for cash assistance as a result
of the increases in payment levels to these persons provided under
title ITI of this bill.

No State would be required to furnish medical assistance to any indi-
vidual receiving aid as a needy aged, blind or disabled adult unless
the State would be (or would have been) required to furnish such
assistance to such individual under its medicaid plan that was in effect
on January 1, 1972. However, if a State should elect to provide medic-
aid benefits on the basis of its January 1. 1972 medical assistance
standard it would be required to incorporate a spend-down provision
comparable to that contained in section 1903(f) so that any eligible
individual would be entitled to medicaid only if the income of such
individual or family (after deducting incurred medical expenses) was
not in excess of the State standard for medical assistance as in effect
on Jannary 1. 1972.

For this purpose, the medical assistance standard in effect on
January 1, 1972 is concidered to be the eligibility standard for cash
assistance, or the medical assistance standard for the medically needy
program (if the State has established one), whichever is higher.

Payment Under Medicare for Certain Inpatient Hospital and
Related Physicians’ Services Furnished Outside the United

States
(Sec. 211 of the bill)

Under present law, services furnished outside the United States
(defined to include the 50 States, the District of Columbia,
Puerto Rico, the Virgin Islands, Guam, and American Samoa) are
excluded from coverage, with the single exception that hospital insur-
ance benefits are payable for emergency inpatient services provided in
nearby foreign hospitals if the beneficiary 1s physically present within
the United States when the emergency arises and the foreign hospital
to which he is admitted is closer to the place where the emergency
arose or is more accessible than the nearest U.S. hospital that is
adequately equipped and available for his treatment.

The House-approved bill provides, with respect to admissions after
December 31, 1971, for payment of medicare benefits for inpatient hos-
pital services furnished outside the United States if the beneficiary
is a resident of the United States and the foreign hospital is closer to,
or substantially more accessible from his residence than the nearest
hospital in the United States which is suitable and available for his
treatment. For such beneficiaries, benefits would be payable without



223

regard to whether an emergency existed or where the illness or acci-
dent occurred. Only patient services furnished by a hospital which has
been accredited by the Joint Commission on Accreditation of Hos-
pitals or by a hospital-approval program having essentially compar-
able standards would be covered. (The House-approved bill would
retain the provisions of present law with respect to coverage of emer-
gency inpatient hospital services furnished outside the United States.)

Under the bill approved by the House, payment for all covered hos-
pital services furnished outside the United States would be made on
essentially the same basis as payment for emergency services furnished

y a nonparticipating hospital within the United States. Where the
hospital elected to bill the medicare program it would be reimbursed
on the basis of the reasonable cost of the covered services furnished
the beneficiary, as is now done with respect to emergency services fur-
nished by a nonparticipating hospital which furnishes actual cost data.
Where payment could not be made solely because the hospital did not
elect to bill the program, benefits Wouf,d be payable directly to the
beneficiary on the basis of an itemized bill if he filed an acceptable
application for reimbursement. Subject to the appropriate deductibles
and coinsurance, the beneficiary would be reimbursed in an amount
equal to 60 percent of the hospital’s reasonable charges for “routine
services” in the room occupied by him or in semiprivate accommoda-
tions, whichever is less, plus 80 percent of the hospital’s reasonable
charges for “ancillary services,” or, if separate charges for routine and
ancillary charges are not made by the hospital, two-thirds of the hos-
pital’s total charges.

The House-approved bill also would provide for coverage under
the medical insurance program of medically necessary physicians’
services and ambulance services furnished in conjunction with covered
foreign inpatient hospital services, in order to assure that medicare
beneficiaries would be adequately protected against other medically
necessary health care costs they may incur while receiving foreign
inpatient hospital care.

ayment for physicians’ services would be limited to the period of
time during which the individual is eligible to have payment made
for the foreign hospital services he receives. Further, the Secretary
would be authorized to establish, by regulations, reasonable limitations
upon the amount of a foreign physician’s charge that would be ac-
cepted as reimbursable under the medical insurance program. In rec-
ognition of the administrative difficulties that would arise in applying
the assignment method of reimbursement to medical services furnished
in other countries, the House-approved bill would provide that bene-
fits for foreign physicians’ and ambulance services would be payable
only in accordance with the itemized bill method of reimbursement
provided for under present law. This provision was developed by the
Committee on Finance in 1970 and included in H.R. 17550 as passed
by the Senate.

The committee is fully in agreement with the provisions of the
House-approved bill. It has, however, added a new provision to take
care of a unique problem faced by U.S. residents who, if they use
land transportation to travel between Alaska and the 48 contiguous
States, must travel! through Canada. The committee amendment would
extend coverage to emergency hospital services furnished in Canada to
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U.S. residents traveling without unreasonable delay by the most
direct route (as determined by the Secretary) between Alaska and
another State, The Canadian hospital would have to be closer to, or
substantially more accessible from the place where the emergency oc-
curred, than the nearest hospital in the United States which was suit-
able and available for treatment.

These provisions would apply to services furnished with respect to
hospital admissions occurring after December 31, 1972.

Demonstrations and Reports: Prospective Reimbursement; Peer
Review; Extended Care; Intermediate Care and Homemaker
Services; Ambulatory Surgical Centers; Physicians’ Assist-
ants; Performance Incentives

(Sec. 222 of the bill)

Prospective Reimbursement

Under present law, institutional providers furnishing covered
services to medicare beneficiaries are paid on the basis of the rea-
sonable cost of such services. Payment on this basis, with retro-
active corrective adjustments, is consistent with the long history of
public and private third party agency reimbursement for institutional
health care on a cost basis. However, as experience under the medicare,
medicaid, maternal and child health, and other third party programs
has clearly demonstrated there is little incentive to contain costs or to
produce the services in the most efficient and effective manner. .

The committee believes that payment determined on a prospective
basis offers the promise of encouraging institutional policymakers and
managers, through positive or negative financial incentives. to plan,
innovate and generally to manage effectively in order to achieve
greater financial reward for the provider as well as a lower total cost
to the programs involved. Prospective reimbursement differs from the
present method of reimbursement in that a rate of payment is set in
advance of the period over which the rate is to apply. The theory is
that once the rate is set a provider will institute cost saving measures
which will maximize the difference between its actual costs and the
higher prospective rate. This difference could be expressed as the
“profit.” Of course, if the provider’s costs turned out to be higher than
the prospective rate, there would be a loss. Theoretically, this approach
to reimbursement introduces incentives not present under the existing
reimbursement method which, since it tends to pay whatever the costs
turn out to be, provides no incentives for efficiency.

However, the committee, along with the Committee on Ways and
Means, is well aware that in considering such a fundamental
change in the present reimbursement method, possible disadvantages
as well as the potential advantages must be taken into account.
While it is clear, for example, that prospective rate setting will
provide incentives for health care institutions to keep costs at a
level no higher than the rates set, it is not clear that the rates set would
result in Government reimbursement at levels lower than, or even as
low as, that which would result under the present retroactive cost find-
ing approach. Providers could be expected to press for a rate that
would cover all the costs, including research costs and bad debts, as
well as margins of safety in the prospective rates that might result in
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reimbursement—if their requests were met—in excess of the costs that
would have been reimbursed under the present approach. Moreover,
any excess of reimbursement over costs to voluntary providers would
probably be used tq expand services, and the new level of expenditures
might be reflected in setting higher prospective rates for future years.

Alsp to _be considered is the fact that under prospective reimburse-
ment it will be necessary to take steps to assure that providers do not
cut back on services necessary to quality care in order to keep actual
costs down and thus increase the difference between costs and the pros-
pective rate established. The development of adequate and widely-
agreed-upon measures of quality of care will clearly be needed to
provide that assurance and should be immediately developed by the
Department. ’

In view of the far-ranging implications of such a change in the
approach to reimbursement, the Committee on Finance agrees with
the House bill which provides for a period of experimentation under
titles XVIII, XIX and V with various alternative methods and
techniques of prospective reimbursement. It is the intent of the com-
mittee that experimentation be conducted with a view to developing
and evaluating methods and techniques that might stimulate providers
through positive financial incentives to use their facilities and person-
nel more efficiently, thereby reducing their own as well as program
costs while maintaining or enhancing the quality of the health care
provided.

The experiments and demonstration projects directed to be carried
out under this provision are to be of sufficient scope and on a wide
enough scale to give assurance that the results would obtain generally
(but not so large or comprehensive as to commit the programs_to
any prospective payment system either locally or nationally). No
experiment or demonstration project is to be undertaken by the
Secretary until he consults with and takes into consideration the ad-
vice and recommendations of recognized specialists in the health care
field who are qualified and competent to evaluate the feasibility of any
given experiment or demonstration project.

Under the committee’s bill, the Secretary would be required to sub-
mit to the Congress no later than July 1. 1974, a_full report of the
results of the experiments and demonstration projects, as well as an
evaluation of the experience of other programs with respect to prospec-
tive reimbursement. The report is to include detailed recommendations
with respect to the specific methods that might be used in the full
implementation of a prospective .reimbursemen.t system.

Although recognizing the promise and potential offered by prospec-
tive reimbursement the committee does not wish to preclude experi-
mentation with other forms of reimbursement. The committee believes
that a solid foundation of experience is required with all possible
alternative forms of reimbursement before permanent changes can
be made. The bill therefore includes authorization for the Secretary
of Health, Education, and Welfare to engage in experiments and
demonstration projects involving negotiated rates, the use of rates
established by a State for administration of one or more of its laws
for payment or reimbursement to health facilities located in such
State, and alternative methods of reimbursement with respect to _l:he
services of residents, interns, and supervisory physicians in teaching
sottings. Authority is also provided to make payments, on an ex-
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perimental or demonstration project basis, to organizations and in-
stitutions for services which are not currently covered under titles V,
XVIII, XIX, and which are incidental to services covered under the
programs, if the inclusion of the additional services would in_the
judgment of the Secretary offer the promise of program savings
without any loss in the quality of care.

Peer Review

The committee has eliminated the experiments in areawide or com-
munity-wide peer review authorized by the House provision as these
experiments would be unnecessary in view of its approval of the Pro-
fessional Standards Review Amendment.

Extended Care

The committee is concerned about the difficulties facing some bene-
ficiaries who need extended care as a result of the present title
XVIII provision under which payment may be made for services
furnished in an extended care facility only if the beneficiary was
transferred from a hospital after a stay of at least three days. There
fore, in addition to the other experiments the Secretary will be
undertaking, the committee expects him to conduct studies and en-
gage in experiments to determine the effects of eliminating or reducing
the three-day prior hospitalization requirement, which he has authority
to waive for the purpose of such experimentation, and report to the com-
mittee his findings together with any recommendations he may have
for changes in this provision of existing law.

Intermediate Care and Homemaker Services

The bill would also authorize experimentation with the use of insti-
tutional and homemaker services as alternatives to more costly post-
hospital benefits presently provided under title X VIII. This author-
ity would be designed to determine the most suitable level of care for
medicare beneficiaries who are ready for discharge from a hospital,
or who are unable to maintain themselves at home without assistance.
Experiments and projects could include (1) making payment for each
day of care provided in an intermediate care facility count as one cov-
ered day of care provided in a skilled nursing facility, if that care was
for the condition for which the person was hospitalized, (2) following
hospitalization covering the services of homemakers for up to 3 weeks,
where institutional services are not needed, (3) determining whether
such coverage would effectively lower long-range costs by postponing
or precluding the need for higher-cost institutional care or by shorten-
ing such care, and (4) ascertaining what eligibility rules may be appro-
priate and the resultant costs of application of various eligibility re-
quirements, if the project suggests extension of coverage would be de-
sirable. These experiments and projects would be conducted only in
areas where there is effective professional control precluding inap-
propriate utilization, as determined by the Secretary.

Ambulatory Surgical Centers

Recently. a new type of health care facility—the ambulatory surgi-
cal center—has come into existence. This type of facility functions
independently of a hospital and is primarily engaged in performing
on an outpatient basis surgical procedures which usually involve the
use of general anesthesia.
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Under the medicare law, reimbursement for services provided in
ambqlz_ttory surgical centers is limited to the reasonable charges for
physicians’ services. No reimbursement is made for costs attached to
the facility itself—that is, cost of the operating room, the recovery
room, or other space provided. The committee believes that such fa-
cilities may meet a nseful need, in economical fashion, in the health
care delivery system. However, the committee believes that it is ad-
visable to defer consideration of this type of facility as a provider of
services under medicare until the concept of an ambulatory surgical
center can be further evaluated. At present there is a lack of agreement
among professional people as to the feasibility and desirability of
these centers.

The committee added to the House bill a provision which would
authorize the Secretary to conduct a study of the various types of
facilities (such as the Surgicenter in Phoenix, Arizona) engaged in
providing surgical or other services to ambulatory patients. If, as a
result of this study, the Secretary finds that coverage of presently non-
covered services provided by one or more types of ambulatory surgical
or health care centers offer promise of improved care or more efficient
delivery of care and would not result in cost to the program in excess
of what would otherwise be incurred for such services, he would be
authorized to enter into an arrangement with one or more of such
facilities to conduct a demonstration project to determine the best
method of reimbursing such facilities under medicare.

Physicians’ Assistants

Under present law, part B of medicare pays for physicians’ services.
Within the scope of paying for physicians’ services, the program pays
for services commonly rendered in a physician’s office by para-medical
personnel. For example, if a nurse administers an injection in the office,
medicare will recognize a small charge by the physician for that
service.

Medicare will not pay where a physician submits a charge for a
professional service, performed by a para-medical person, in cases
where the service is traditionally performed by a physician. For exam-
ple, the program would not recognize a charge for a complete physical
exam conducted by a nurse.

Additionally, medicare will not recognize a physician's charge for a
service performed by a para-medical person outside of the physician’s
office. In other words, he would not be reimbursed for an Injection
administered by a para-medical employee in a nursing home.

Over the past few years, a number of programs have been developed
to train physicians’ assistants. These assistants are seen as a way to
extend the physician’s productivity and to bring necessary care to
many who would otherwise not receive it. HEW is currently support-
ing the training of these physicians’ assistants. There are some 100
experimental training programs for physician assistants and nurse
practioners. Each of these, however, is structured differently, reflect-
ing the lack of agreement among professionals on the experience and
education that should be required of training program applicants,
the content of the programs, or the responsibilities and supervision
that are appropriate for their graduates. These unresolved issues have
prompted the American Medical Association, the American Hospital
Association, the American Public Health Association, as well as the
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Department (in its “Report on Licensure and Related Health Person-
nel Credentialing”) and other organizations to ask for a moratorium
on State licensure of the new categories of health personnel.

Some feel that it is inconsistent for HEW to support the training of
these personnel, while medicare does not, in some 1nstances, recognize
all their services as reimbursable items. . .

Others argue that medicare does reimburse physicians for services
provided by these new physicians’ assistants, so long as they are serv-
ices commonly provided by para-professional personnel in a physi-
cian’s office. They contend that, until the training and licensure of
physicians’ assistants becomes more uniform, it would be inappro-
priate for medicare to take the lead in encouraging doctors—by gen-
erous reimbursement—to use physicians’ assistants to work independ-
ently or to expand their responsibilities.

The committee has included a provision authorizing demonstration
projects to determine the most appropriate equitable methods of
compensating for the services of physicians’ assistants. The objectives
are development of non-inflationary alternatives which, if accepted
for general use, would not impede the continuing efforts to expand the
supply of qualified physicians’ assistants.

Reimbursement under these demonstration projects would not be
made to physicians for services performed by physicians’ assistants
unless such services are of kinds performed independent of the employ-
ing physician’s immediate supervision and unless such assistants are
clearly trained and legally authorized to specifically perform those
independent services.

In addition it would seem inappropriate to reimburse a physician
his regular fee-for-service rate if the service was performed wholly by
the physician’s assistant. This would merely serve to vastly increase
and inflate medical care costs in large part by increasing physicians’
incomes.

Medicare would be given demonstration authority to study. develop,
and make such types of reimbursement on a demonstration basis as
might serve to provide bases for equitable. economical and non-
inflationary compensation for the independently rendered services of
physicians’ assistants.

Carrier Performance Incentive Contracts

Authority is also provided to experiment with the use of fixed price

or performance incentive contracts to determine whether they would

have the effect of inducing more effective, efficient and economical per-
formance by carriers and intermediaries.
Financing
It is intended that benefit costs and administrative costs incurred
under this section would be paid out of the Federal Hospital Insurance
Trust Fund and the Federal Supplementary Medical Insurance Trust
Fund for proiects for services delivered to medicare patients.
Demonstration projects for prospective reimbursement for services
delivered to medicaid and title V recipients would be financed with
funds appropriated under titles XIX and V of the Social Security
Act. To the extent that joint projects are funded, involving medicare
beneficiaries as well as medicaid and title V recipients, the cost would
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Ei:lappropriately divided between the trust funds and the other two
es.

The Secretary is to submit to the Committee on Ways and Means
and the Committee on Finance, for their information, plans for
each experiment or project authorized under these provisions, includ-
ing a description, in detail, of its nature, methodology, and objectives.
The intent is that there be an opportunity for congressional study—
rather than approval—before the experiment or project is put into
operation.

Payments to Health Maintenance Organizations

(Sec. 226 of the bill)
Introduction

Under present law, organizations providing comprehensive health
Services on a per capita prepayment basis cannot be reimbursed by
medicare through a single capitation payment such as the organiza-
tions normally charge for services covered under both the hospital in-
surance and supplementary medical insurance parts of the medicare
program. Instead medicare reimbursement to group practice prepay-
ment plans may not exceed the costs to the organization of providing
specific services to beneficiaries, so that any of the financial 1ncentives
which such organizations may have in their regular nonmedicare busi-
ness to keep costs low and to control utilization of services are not
fully incorporated directly in their relationship with medicare.

Of course, the committee believes that a proper sense of professional
responsibility also should obtain in patient care and should be of
greater significance than economic incentives in assuring appropriate
utilization of health care services.

Nonetheless, » disincentive to control of costs and utilization of
services occurs to an extent in the present, usual approach to payment
for services in the health field where payment is made to the provider
for each individual service performed, so that other things being
equal, there is an inherent economic incentive to provide services
which may not be essential, and may even be unnecessary.

Because the comprehensive care organization receives a fixed annual
payment from enrollees, regardless of the volume of services rendered,
there is a financial incentive to the organization. by its administrative
supervision and review, to control costs and to provide only the least
expensive service appropriate to the enrollee’s needs. The incentive to
the organization may be passed on to the doctor by paying him on a
salary basis or providing a bonus or similar profit-sharing arrange-
ment when costs are kept low. On the other hand, there is also present
in such systems an economic incentive to provide less care than is
necessary so as to reduce costs and further maximize financial gain;
thus, a strong need exists to provide effective assurances of proper care.

The committee believes it is desirable for medicare to relate itself
to prepayment health care organizations in a way which conforms
on a closer basis to their usual way of doing business, and agrees with
the concept, embodied in the House bill, of making a health mainte-
nance organization (HMO) option available to medicare beneficiaries.

The HMO amendment to the Social Security Act does not purport
to serve as the definitive legislation or otherwise limit organizations
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which might be termed HMO?’s for purposes of organized delivery of
health care. Such organizations may assume a variety of guises and
play a varying range of roles. The purpose of this amendment is solely
to establish a mechanism for determining whick HMQOs are acceptable
for incentive reimbursement under medicare. It is an amendment
intended to protect beneficiaries and public trust funds—in fulfillment
of the committee’s responsibilities.

The committee’s study of the House provision reveals a number of
serious problems with respect to HMO’s which should be remedied.
Consequently the committee has made several modifications in the
HMO provision designed to reasonably safeguard the interests of the
public programs and beneficiaries while, at the same time, encouraging
the development and recognition of qualified HMO’s. The major mod:-
fications fall into two general areas—reimbursement of HMO’s and
assurance of quality of care.

Under the House provision, medicare payment to a health mainte-
nance organization with respect to beneficiaries enrolled with it would
be made on a prospective per capita basis, encompassing all medicare-
covered services, determined annually in accordance with regulations
of the Secretary, at a rate equal to 95 percent of the estimated amount
that would be payable if such covered services were furnished outside
of the framework of a health maintenance organization. Within this
payment, the rate of retention (gross revenue less costs) on medicare
enrollees would not be permitted to exceed the rate on other enrollees
of the health maintenance organization. The Secretary would ex-
amine the relative rate of retention, as determined by generally ac-
cepted accounting principles, after each accounting period and any
excess retention realized on behalf of medicare beneficiaries must be
applied toward additional benefits or reductions in premiums charged
tomedicare enrollees or refunded to the trust funds.

The committee has several basic reservations about the House provi-
sion for HMO reimbursement. First, it is clear that the actuarial
adjustment process used to determine the amount payable to the HMO
will not be of sufficient precision for the purpose—certainly during
the first several years. Factors such as enrolling the disabled and cover-
ing the cost of maintenance drugs would involve estimates with which
experience is very limited. Tf an HMO were to enroll relatively
good risks (ie., the healthier medicare beneficiaries), payment to
that organization in relation to average per capita non-HMO costs—
without accurate actuarial adjustment—could result in large “wind-
falls” for the HMO as the costs of caring for these beneficiaries might
turn out to be much less than medicare’s average per capita costs. A
similar windfall might accrue if the HMO were to offer poorer than
average service or less qualified physicians than those generally utilized
in an area. Errors of estimate might also go against the HMO, even
though the HMO’s would strongly resist aceepting a level of reim-
bursement which involved a high risk of loss. Furthermore, changing
enrollment or conditions of enrollment could have significant cost
effects on all but the largest HMO’s.

Once a valid reimbursement rate is determined, a second issue re-
mains as to the extent to which the HMO and the Government should
share in any savings achieved by the HMO.

B
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Reimbursement

To more adequately respond to the full range of legitimate reim-
bursement needs of HMOQ’s, the committee bill would provide for two
methods of reimbursement, each designed for a particular type of
organization. One method of reimbursement, available to IYIPMO’S
which have reasonably demonstrated a capacity to provide
health care of acceptable quality in an organized and effective manner,
would relate the ultimate payment directly to the actual costs of a
similar beneficiary population outside the HMO, providing a formula-
Incentive payment when the HMO achieves savings compared with
average costs of health care delivery. The other reimbursement provi-
sion is designed primarily for newly established HMO’s whose oper-
ating experience and medicare population are not sufficient to provide
a satisfactory base for actuarial rate determination or to assure ability
to deliver health care services effectively and economically. Start-up
costs would normally have the effect that no savings over outside costs
could be achieved soon after the development of an HMO. There-
fore, this reimbursement provision was designed to give such orga-
nizations experience with the capitation payment mechanism but
would tie the ultimate medicare payment directly to actual costs in-
curred by the HMO for the types of expense allowable under medicare
on behalf of its medicare enrollees.

Under the reimbursement provisions developed by the committee,
the Secretary would be authorized to contract on a prepaid per capita
basis for medicare services with substantial, established HMO's: (1)
with reasonable standards for quality of care at least equivalent to
standards prevailing in the HMO’s area, and which can be adequately
monitored, and (2) which have sufficient operating history and suffi-
cient enrollment to provide an adequate basis for evaluating their
ability to provide appropriate health care services and for establish-
ing a combined part A-part B capitation rate. Such reimbursement
would be authorized for HMO's which: (1) have been providing for
at least 2 years, a comprehensive range of services similar to those
required to be provided to medicare enrollees under this provision and
(2) have a minimum of 25,000 enrollees, not more than one-half of
whom are age 65 or over. i o

The Secretary would be authorized to make exceptions to the mini-
mum enrollment requirement only in the case of HMO’s in smaller com-
munities or sparsely populated areas which had demonstrated through
at least 3 years of successful operation, capacity to provide health care
services of proper quality on a prepaid basis (even though they may not
have actually provided such care on this basis to any large number
of people for an extended period) but which have at least 5,000 mem-
bers. This would enable organizations with proved ability to be
eligible for participation as an HMO. An HMO could be considered
to serve a sparsely populated area if it is located in a nonmetropolitan
county (that is, a county with fewer than 50,000 inhabitants), or if it
has at least one such county in its service area, or if it is located outside
of a metropolitan area and its facilities are reasonably accessible to

s .000 people. .
leSIsItlsil[‘(l)n’sf)gvith fgweI; than 25,000 enrollees would present special prob-
lems because of the difficulty of determining a valid rate on a relatively
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small population base, and because such organizations will have less in-
house capacity to provide medical specialty services. Accordingly,
exceptions to the 25,000 minimum enrollment principle in rural or
sparsely populated areas should be contingent on a finding by the
Secretary that the HMO (1) has established effective referral mecha-
nisms to assure that its enrollees have the benefit of appropriate
specialty services so that they are not disadvantaged with respect to
quality of care as compared with other residents of the same geo-
graphical area, and (2) has operating experience and an enrolled
population sufficient to provide a reasonable basis for establishing a
valid reimbursement rate. Reimbursement to the HMO would be re-
lated to the costs of services for the types of expenses allowable under
medicare for a non-member population that receives services normal
for the specific area or similar areas.

Reimbursement : Established HMO’s

An organization which qualifies as an “established” HMO would
be eligible to contract with the Secretary for reimbursement on an
incentive basis. Under this provision, the HMO would submit,
at least 90 days prior to the beginning of a prospective medicare
contract year, an operating costs and enrollment forecast. On the basis
of the estimate and available information regarding medicare costs
in its area, the HMO and the Secretary would arrive at an interim per
capita reimbursement rate. The rate, which would be payable monthly,
in advance, would reflect estimated costs of the HMO for its enrolled
population but might not exceed 100 percent of the estimated “adjusted
average per capita cost.” If the HMO failed to submit the required
cost data on a timely basis. the Secretary could reduce the interim pay-
ments as appropriate until the necessary information was submitted
and an equitable interim reimbursement rate determined.

The initial cost estimates would be updated by the HMO (using
reasonable estimating procedures satisfactory to the Secretary) on
a quarterly basis, during the contract year to reflect any substantial
changes in actual costs compared with the estimates. Interim payments
to the HMO would be adjusted as indicated in such reports, subject
also to the estimated adjusted average per capita cost ceiling.

At the end of the fiscal year the HMO would submit independently
certified financial statements, including certified cost statements allo-
cating allowable tvpes of operating costs (on an incurred basis) to the
medicare population. Allocations may use utilization data, statistics,
and methods of analysis acceptable to the Secretary in lieu of alloca-
tions based upon charges in the case of an HMO which does not operate
on a fee-for-service basis. Such statements would be developed in ac-
cordance, generally, with medicare accounting principles. All HMOQ’s
would be subject to audit in accordance with the selective audit pro-
cedures of the Bureau of Health Insurance and would also be subject
to audit and review by the Comptroller General and the Inspector Gen-
eral for Health Care Administration.

The Secretary would retroactively determine. on an actuarial basis,
the “adjusted average per capita cost” incurred for the fiscal vear; that
is, what the average per capita costs for part A and part B services
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would have been if the HMO’s medicare beneficiaries had been served
through other health care arrangements including other HMO's in the
same general area, Where the area was significantly underserved and
the HMO provided adequate service, costs of adequate service in other
areas would be taken into account. ’

The committee recognizes that, in the early stages of administration
of the HMO provisions, the number of individual actuarial adjust-
ment factors which can be effectively applied in making such calcula-
tions will be more limited than will be the case subsequently. At a
minimum, however, the actuarial determination would include, in
addition to adjustment for geographic variations, adjustments (de-
termined and applied separately for part A and part B services) for
age and sex distribution and institutional and disability status of the
enrolled beneficiary population. Social security data could be used to
obtain information on these characteristics. As additional experience
is acquired, adjustments should also take into account other factors
such as the extent of use of specialists as compared to general use of
specialists in the area and, the extent of the use of interns or resi-
dents. Also, in the initial stages of implementation, the definition of
“area” used in calculating non-HMO costs may not adequately take
account of the particular circumstances of individual HMQO’s. For ex-
ample, if “area” were defined as the county or counties included in its
service area, an HMO providing services in a high-density, high-cost
location might be unduly penalized because the county in which it was
located was largely rural and low-cost. It is expected that as the
actuarial methodology is refined, the definition of area will be modified
S0 as tti.prevent an HMO from being either penalized or rewarded by
anomalies.

If the HMO's incurred costs are less than the adjusted average per
capita cost, the difference, called “savings,” would be divided between
the Government and the HMO in accordance with a prescribed for-
mula. Savings between 90 percent and 100 percent would be divided
equally between the Government and the HMO. Savings between 80
and 90 percent would be divided 75 percent to the Government and 25
percent to the HMO. Savings below the 80-percent level would be allo-
cated entirely to the Government. Thus, assuming an HMO operated
at 80 percent of adjusted average per capita costs, it would receive a
bonus equal to 715 percent of the adjusted average per capita costs.
Of course the 714 percent of outside costs would represent a bonus of
almost 10 percent in terms of the HMO’s costs.

At the option of the HMO, it could apply any amount of its bonus
toward improved benefits, reduced supplemental premium rates,
other advantages for beneficiaries, or retain the money. It could not,
however, make cash refunds to beneficiaries. .

If, on the other hand, HMO costs exceed adjusted average per
capita costs, the “excess costs” would also be allocated. The amount
of excess costs between 100 percent and 110 percent would be divided
equally between the Government and the HMO. Excess costs between
110 percent and 120 percent would be borne 25 percent by the HMO and
‘75 percent by the Government. Costs in excess of 120 percent would be
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borne entirely by the Government. Any losses incurred would carry
forward and be recovered from future favorable experience. Thus, any
losses by the Government would be recovered in full before any bonus
could be paid to an HMO in future years.

In aggregate effect, this committee provision for reimbursing
HMO’s differs from the House version in two basic respects. First the
House version provides that comparative economies achieved by the
HMO will be aﬁ)ocated to one or more of three groups—the beneficiary,
the HMO and the Government—whereas the committee version would
mandate a two-way sharing of savings between the HMO and the
Government. The committee believes that the HMO itself would be
in the best position to decide whether to allocate part of its bonus to the
beneficiary. One organization might decide to use its incentive bonus to
offer additional benefits to medicare enrollees, another to attract per-
sonnel, or expand facilities. In this regard, the committee is also con-
cerned with the real possibility that, under the House version, benefi-
ciaries might get additional benefits following receipt of incentive pay-
ments for a “good” year and would count on them only to have them
taken away in the next “bad” year.

While the committee believes it is not improper for medicare to
offer the possibility of profit to a health care deliverer if there is rea-
sonable expectation that this approach will benefit the program gen-
erally, it does not believe that medicare should, by statute, favor
one group of beneficiaries over another. Mandating increased benefits
in an HMO as the House bill would have done could have that effect,
since it would result in some of those beneficiaries who have had an
opportunity to enroll in certain HMO’s beinf mandated advantages
in the form of extra benefits over persons who did not choose or have an
opportunity to enroll in such an HMO even though they may have used
service arrangements—including efficient fee-for-service practitioners
and providers—with as low or lower costs than some of the HMQO’s.

The second basic difference between the House version and the
committee provision for incentive-based reimbursement lies in the
allocation of differences between the HMQ’s costs and costs of other
beneficiaries. On this point, the committee believed that the provision
should be more equitable to the HMO and Government throughout the
full range of possible outcomes and should not provide as potentially
significant an incentive to underservicing or inadequate service as does
the House version. The committee approach calls for sharing of both
savings and losses in an individual contract year, with provision for
recouping any prior “loss” amount from future savings. By contrast,
the House provision places the entire loss burden (plus the 5 percent
difference between full outside per capita costs and the 95 percent
payment rate) directly on the HMO with no provision for subse-
quent recoupment of prior losses. This places a significant risk of in-
solvency or 1nability to provide contracted-for services during a “bad”
year on the HMO with limited financial reserves. The following table
shows the difference in gain (or loss) earned, House and committee
versions, assuming the gain in nonmedicare business equals or exceeds
the profit on medicare:
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COMPARISON OF GAINS (OR LOSSES) TO AN HMO UNDER THE HOUSE AND FINANCE COMMITTEE VERSIONS
AT SELECTED LEVELS OF COST

Under the House version Under the Finance Committee version
The HMO's gain (or  The HMO's gain (or  The HMO's gain (or  The HMO's gain (or
If an HMO’s cost as a loss) as a percent 1 loss) as a

percent ! loss) as a percent | loss) as a percent 1
percent of outside costs of outside costs of its own costs of outside costs of its own costs
s— will be— ill be— will be— will be—
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@ @) 2 2

e 3 3
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10 12 6 7

15 19 8 9

45 80 8 15

1 Rounded to the next full percent.

As the table shows, the committee version is more favorable than
the provision in the House bill when HMO costs are more than 90
percent of outside costs. The House version may offer large incentives—
as much as a 90 percent excess payment above HMO cost—if services
to the aged (and nonmedicare members) are greatly reduced.! The
committee approach is based on the belief that such a reduction is
likely to be detrimental to the aged. Research in costs of health care
for the aged shows no such potential saving if adequate services are
provided when needed.

It is intended that the medicare program make every effort to achieve
prompt final settlements with HMO's at the end of their fiscal years.
However, program experience indicates that processing of detailed
cost reports and the inevitable time lag between the close of a fiscal year
and the availability of data on non-HMO costs could produce substan-
tial delays in final settlement. Therefore, the committee has included
a provision which would assure that the efficient HMO realizes full
value of its share in program savings (even though incentive bonuses
would be paid only at the close of the year); that HMOs suffer no
financial disadvantage through delayed settlement when an additional
sum is payable at year’s end; and that the Government suffers no loss
when repayment of an overpayment is delayed.

The committee expects that, within 90 days following close of the
accounting period, an interim settlement would be reached on the basis
of the best available data; 50 percent of any estimated residual amount
due the HMO or Government under the sharing formula would be
paid at that time. For purposes of the interim settlement, the HMO’s
per capita incurred costs during the course of the year (or, if feasible,
a reestimate at the end of the year) would be compared with the up-
dated estimated adjusted average per capita incurred cost outside the
TIMO, which serves as the ceiling in determining capitation payments,
to make a tentative determination of payment or repayment due. Final

d that the gain under the House version may actually not be as large
asliledig:tl:e]t‘li tl)):c:ggg it could not exceed the retention in nonmedicare business.
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settlement, including payment of additional savings or underpayment
of cost due the HMO, as well as overpayments recoverable by the
Government, would take place as soon as feasible following accu-
mulation of sufficient data necessary to assure reasonably precise actu-
arial determinations of per capita expenses within and outside the
HMO. Any amount due at the time of final settlement would be paid
with interest accruing from the 91st day following the close of the
year and would be payable at the average rate of interest payable on
obligations of the Federal Government if issued on the 91st day for
purchase by the medicare trust funds. Thus, the HMO would not
suffer financial penalty from delays in final settlement before full pay-
Iélelnt is made of savings, nor would the Government gain by such
elay.

Reimbursement: New HMO’s

The committee believes that, in general, HMO’s with less than 2
years’ operating experience are not apt to have a medicare popula-
tion sufficient to provide a satisfactory basis for evaluating their
actual ability to deliver health care services in satisfactory fashion
to beneficiaries and for actuarially sound rate determination. Nor will
their operating experience be sufficient to provide a proper basis ac-
tuarially for estimating financial requirements for a year in advance.
Thus, a per capita reimbursement rate would be difficult to develop
and administer, and would involve uncertainty.

However, it seems appropriate to permit a new HMO, at its request,
to function under “costs only” per capita rate system of payment so
that the organization can become accustomed to planning and func-
tioning on the basis of a predetermined budget rather than in tradi-
tional fee-for-service terms. Accordingly under the committee bill, an
alternative reimbursement provision authorizes the Secretary to con-
tract with developing HMO's for an interim periodic payment method
of reimbursement to cover both part A and% services (provided the
HMO undertakes responsibility for providing or arranging for such
services). This payment would be interim only and would be subject to
adjustment at the end of the contract period to reflect the HMO’s ex-
penses otherwise reimbursable under title XVIII of providing covered
services to its medicare enrollees.

Under this option, developing HMO’s would neither have an op-
portunity to profit nor be at risk. At the same time, HMO’s in the
developing category might, of course, be eligible for grant, loan, and
loan guarantee assistance.

After at least two years of providing comprehensive services and
when its enrollment reaches a minimum of 25,000, such HMO’s would
become eligible to apply for reimbursement as established HMO’s. The
same would be true after 3 years of operation in the case of HMO’s
in smaller communities and sparsely populated areas with 5,000 en-
rollees under the exception provisions previously discussed. The 2 or 3
year operating period would not be deemed to commence until the or-
ganization was, in fact, serving a sufficient number of enrollees to pro-
vide an adequate basis for accurately projecting per capita costs. Ordi-
narily such period would begin with the time when it has enrolled
about one-third of the minimum enrollment requirements.
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The Secretary would issue regulations defining the conditions a
developing HMO would have to meet in order to qualify as potentially
eligible for reimbursement on an incentive basis. It is contemplated
that the developing HMO would not have to completely meet the
standards required for participation as an established HMO. For ex-
ample, it would not be required to provide as comprehensive a benefit
package as the established HMO, nor would it be required to operate
primarily on a prepayment basis, although it would need to be pro-
viding services to an enrolled population or have some other method
acceptable to the Secretary of providing a sound base for making
proper cost projections.

Since the developing HMO could not be assumed to provide
all the services or meet the standards of established HMO’s, if bene-
ficiaries enrolled in developing HMO’s obtained services covered
under medicare from sources other than the HMO, these outside
services would be paid for by the medicare program if not covered
by the HMO; that is, the enrollees would not be “locked-in” to the
developlng_HMO. The developing HMO, as previously noted, would
not be eligible for incentive payments until fully qualified. It is ex-
Pected, of course, that the various elements of a developing HMOQ, such
as a hospital, skilled care facility, or clinical laboratory, would, like
the elements of a risk-sharing HMO, have to meet the conditions of
participation or other quality standards which apply to such organi-
zations under present law. Tt is also expected that the Secretary’s
regulations would be designed to assure that only organizations which
offer a reasonable prospect of eventually fully meeting the statutory
definition of an HMO would be permitted to participate for purposes
of medicare as a developing HMO.

To provide needed flexibility, the committee provision would also
permit new HMO’s which are divisions or subsidiaries of an estab-
lished HMO and for which an established HMO is willing to assume
responsibility for financial risk and assurance of adequate manage-
ment and supervision of health care services to be treated the same as
an established HMO and would not be required to demonstrate actual
experience as independent units. In addition, two or more independent
HMO’s would be permitted to combine through merger or effective
affiliation arrangements in order to satisfy the minimum enrollment
standard. As in the case of the limited exception to the minimum size
requirement previously discussed, the Secretary would be expected to
exercise careful judgment to assure that the relationships between
established and new HMO’s or between two or more smaller HMO’s
which wish to combine to meet the 25,000 member standard ave effective
and viable, rather than pro forma.

Reimbursement: General

Under the reimbursement provisions of the committee bill, the per
capita cost determinations will, as under the House provision, recog-
nize as allowable reasonable costs only those types and items of expense
allowed under medicare generally. ] i

The committee expects that a return on equity capital would be pay-
able to proprietary ECF’s and hospitals owned by an HMO under
the same regulations applicable to such facilities under the principles
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of reimbursement for provider costs under the regular medicare 1ﬁ)ro—
gram, The committee would emphasize that reimbursement to HMO’s
would, as is all reimbursement under title X VIII, be subject to stand-
ards of reasonableness, and the Secretary would be expected to assure,
by means of postpayment audits on a sample basis or by other appro-
priate procedures, that the allowable costs incurred by HMO’s in pro-
viding and arranging for services for medicare beneficiaries are not
excessive. The Secretary would, of course, be expected to establish reg-
ulatory guidelines as to the reasonableness of incurred costs in certain
areas where there is a substantial possibility of abuse, as he does under
existing law. An example of a cost item where the Secretary would be
expected to establish reasonable limits would be the amount of net
profit allowed in the reimbursement of physician partnerships (or
other forms of medical group practice) and compensation of the physi-
cians involved which the HMO would be allowed to include as a cost
under medicare.

Another potentially troublesome area might be costs incurred by
organizations related to the HMO. To avoid excessive payments in the
case of related organizations (those with overlapping financial inter-
ests, either direct or indirect) the committee provision requires that
all HMO financial statements called for be submitted on a consolidated
basis, disclosing costs, and charges if different, pertaining to medicare
services furnished by the related organizations. In addition, the Secre-
tary could recover or adjust amounts found on the basis of compara-
tive data to constitute excess payment (using in general, medicare
limitations on such payments) to related organizations, owners, con-
trollers or sponsors of the HMO.

An HMO which arranges for part A institutional (hospital and
skilled nursing facility) services would be free to negotiate payment
rates, subject to certain limitations. If the institution is an affiliated
unit, the consolidation provisions, and restrictions on payments to re-
lated organizations and excessive compensation would apply. If the
HMO maintains that it should compensate an institution at a level
greater than the regular medicare level of payment (or equivalent) to
that institution it would be required to provide justification satis-
factory to the Secretary that a reasonable return was received for the
excess payment.

Where the HMO finds this a more feasible and economical arrange-
ment, it would have the alternative of letting the Social Security
Administration pay for part A institutional services directly under
the medicare payment system, and charge the HMO’s account for such
services.

The committee notes that some HMO’s will provide a substantial
number of services to non-HHMO enrollees on 2 fee-for-service basis and
that there will also be cases in which, although the HMO itself might
not be providing substantial amounts of such services to non-enrollees,
the physicians with whom the HMO enters into contractual arrange-
ments to provide comprehensive services, and the facilities used to
provide such services, may be identical with those used to provide fee-
for-service services to non-enrollees. Such situations would raise the
possibility of an HMO’s encouraging high-risk individuals to with-
draw from the HMO with the understanding that they receive the
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same services from the same individuals and in the same setting, but
have payment made under the regular medicare program. One method
of preventing this type of situation would be to place limits on reim-
bursement under the regular medicare program in such cases. How-
ever, the committee does not think this would be desirable. Nor does
1t want to prohibit an HMO from providing services to non-enrollees
on a fee-for-service or other non-capitation basis. Rather, it intends
that the Secretary identify HMO arrangements where the possibility
of this type of situation exists, and establish policies—such as a re-
quirement for statistical comparisons of the cost and utilization of
HMO and non-HMO beneficiaries in such settings—which would mini-
mize the likelihood of, and facilitate identification of this type of
problem. If such abuse is found, and is not promptly rectified, the
Secretary would be expected to report his experience with such prob-
lems in his reports to the Congress on the HMO provision.

In general, medicare reimbursement principles applicable to over-
head items would be applied in determining acceptable HIMO costs.
In view of the open enrollment requirements under which HMO's
will need to communicate with medicare beneficiaries in their service
areas regarding open enrollment periods, reasonable costs incurred in
satisfying the open enrollment requirement would be treated as allow-
able administrative costs. On the other hand, any reinsurance costs—
including underwriting of risk above 100 percent of adjusted average
per capita costs—would not be treated as allowable cost for HMO cost
determination purposes with the exception of reinsurance of out-of-
area costs,

Before approving an HMO for contracting on an incentive per
capita reimbursement basis the HMO should submit evidence that it
is financially responsible and will be able to carry out its contractual
commitments. The committee believes that, at a minimum, the HMO
should be able to present evidence satisfactory to the Secretary of
capacity to assume its proportionate share of risk on up to 20 percent
above total estimated adjusted average per capita costs during the
prospective medicare year. This could include calculations based upon
capacity to provide covered services apart from actual financial re-
sources. Also, an HMO should not be permitted to switch back and
forth between the per capita rate reimbursement system and the regu-
lar cost reimbursement system, depending upon which appears more
advantageous at any particular time. Accordingly a provision has
been added to permit an HMO which has commenced contracting on a
risk-sharing basis to switch back to the regular reimbursement basis
but subject to the condition that it could not again be accepted to con-
tract on a per capita rate basis.

Definition of HMO )

Under the House and committee bill, to qualify for reimbursement
as an HMO, the organization must be one which provides: (1) either
directly or through arrangements \\'1§h others, hea]tl} services on a
prospective per capita prepayment basis and (2) physician’s services,
for the most part, rendered either directly by physicians who are em-
ployees or partners of the organization, or under an arrangement with
an organized group of physicians under which the group is reim-
bursed for its services primarily on the basis of an aggregate fixed
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sum or on » per capita basis. It is expected that such ﬁaymer_)t_ ar-
rangement would contain an element of incentive for such physicians
to assure that medicare patients are provided needed services in the
most efficient and economical manner. (The group of physicians which
has the arrangement with the health maintenance organization could,
in turn, pay its physician members on any other basis, including fee-
for-service.) Some specialist physician services could, as is often the
case in existing IMO’s, be purchased from physicians as needed on a
fee-for-service or fee-for-time basis.

Other provisions in the House and committee bill require that the
various elements of a health maintenance organization, such as the hos-
pital, the skilled care facility or clinical laboratory, would each con-
tinue to have to meet the conditions of participation or other quality
standards which apply to such organizations under present law. Also,
a health maintenance organization must have at least half of its en-
rolled membership under age 65 or be expected to meet this require-
ment within a period not exceeding 3 years with evidence of positive
and continuing efforts to achieve the required enrollment distribution.
Additional requirements are: (1) that the organization furnish to the
Secretary proof of its financial responsibility and its capacity to pro-
vide comprehensive health services, including institutional services,
effectively and economically; (2) that the organization assure that the
health services required by its enrollees are received promptly and
appropriately and that they measure up to proper quality standards.

Under the committee provision, the HMO would have to maintain
an appropriate mix of primary care and specialty care physicians
in relation to its size and in relation to the physician manpower mix
in the general geographical area; physicians should not be classified as
specialists unless they are board certified or eligible for specialty board
certification ; provided, however, that for good cause and under un-
usual circumstances the Secretary might recognize a physician as a
specialist if, in fact, such physician can show substantia) equivalence
of training and experience, and a record of demonstrated proficiency.

The HMO would be expected to assure that the appropriate mix of
specialists is properly assigned and utilized. Thus, for example, in an
area where major surgery is generally done by board eligible or board
certified surgeons, the same situation should prevail in the HMO ex-
cept in cases of emergency or other highly unusual circumstances.

The HMO should have effective referra%arrangements to assure that
members would, in cases of medical necessity, have access to qualified
practitioners in those specialties which are generally available to the
general public in the service area but not included within professional
staff directly associated with the HMO.

The committee made clarifying modifications in two other portions
of the House definition of a health maintenance organization. A pro-
vision of the House bill which would require the HMO to provide all
the services and benefits covered under both part A and part B has been
modified to require it to provide all such services which are generally
available to persons residing in the area served. Thus, for example, if
there were no home health agency in the area, the HMO would not be
required to create such an agency solely for its medicare enrollees. The
committee also modified 2 House requirement that the HMO hold an
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annual open enrollment period during which applicants would be
accepted on a nondiscriminatory basis up to the limits of capacity. The
House bill authorizes an exception to this requirement, if acceptance
of all applicants would result in an HMO enrollment of more than 50
percent of individuals over age 65; the committee would also permit
the HMO to limit acceptance of applicants from any particular age
group to prevent its membership from becoming substantially non-
representative of the geographic area which it serves. Generally, a sub-
group of enrollees would not be considered to be non-representative
unless its proportion among all enrollees exceeds by at least 10 percent
its proportion in the general population in the area.

Other Provisions

. The committee agrees with the House that the Secretary should
issue regulations establishing means for effective implementation of
an ongoing review program to assure that the health maintenance
organization effectively fulfills beneficiary service needs by adhering
to specified requirements for full-time qualified medical staff, keeping
beneficiaries fully informed on the extent of coverage of services re-
ceived outside the organization, taking positive actions to avoid any
possibility of beneficiaries being deprived of benefits through devices
such as scheduling appointments at inconvenient times or unwarranted
delay in scheduling of elective surgery, and avoiding discrimination
against poor health risks through selective enrollment or poor service
almed at encouraging disenrollment of high users of services.

In addition, while the committee recognizes the desirability of per-
mitting considerable latitude in organizational arrangements, it also
expects that the Secretary’s regulations will require organizations,
such as medical foundations, which furnish u significant amount of
institutional or other services under arrangements, to provide sufficient
management and coordination of services to assure that the full range
of covered care, to the extent generally available in an area, is pro-
vided as needed to the beneficiary population.

The individuals with respect to whom medicare would pay capita-
tion payments are medicare beneficiaries who are entitled to both
hospital insurance and supplementary medical insurance or to medical
insurance only and who are enrolled with an HMO. Under the House
bill, such enrollees would receive medicare-covered services only
through the health maintenance organization, except for those emer-
geney services as are furnished by other physicians and providers of
services. The HMO would be responsible for paying the costs of such
emergency services. . ) i

The committee has made this House-passed requirement applicable
to HMO’s which have contracted on a risk-sharing basis and has added
a provision which would also require the HMO to assume expenses for
“urgently needed” services received by a medicare enrollee who is
temporarily outside the HMO's service area. Services covered under
this provision would generally be those services which, ~while not
“emergency” to the extent of requiring use of the most accessible hos-
pital in order to prevent death or serious impairment of health, are
nevertheless immediately necessary to prevent serious deterioration of
health and cannot feasibly be provided at the HMO’s treatment facili-
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ties because of the beneficiary’s temporary absence from the service
area, such as during a vacation trip. If an enrolled individual received
care other than emergency or urgently needed services, through some
other means than the health maintenance organization, he would have
to meet the entire expense of such care, except in the case where a deter-
mination has been made that the individual received care outside the
HMO which should have been furnished by it but was not made reason-
ably available. L.

The committee recognizes that many medicare beneficiaries are
highly mobile, so that restrictions on out-of-area coverage by the HMO
may well be seen by beneficiaries as a serious disadvantage and may
also be difficult for beneficiaries to fully understand when they are
considering whether to enroll in an HMO. It is also recognized that
an HMO would generally have little chance of exercising control over
costs of urgently needed services received by medicare beneficiaries,
other than through restrictions on the extent to which such services
are covered. Therefore, in order to encourage an HMO to provide as
full coverage of urgently needed out-of-area services as it feasibly can,
it would be permitted to reinsure such costs, provided that its coverage
of them meets the minimum requirements which the Secretary would
establish in regulations. Also, the Secretary would be expected to con-
sider the feasibility of permitting HMO’s to enter into arrangements
to have payment for out-of-area services to beneficiaries made
through the regular medicare program, with appropriate adjustments
made in the HMO’s account ; the Secretary would be authorized to im-
plement such a system, if he determined that it would be administra-
tively feasible.

The committee also realizes that some HMO’s may not be able to
provide urgently needed services to beneficiaries who are temporarily
outside their service area, because they cannot obtain reinsurance for
these costs or for other good reasons. While under the House bill an
HMO that could not provide emergency services to such beneficiaries
could not qualify as an HMO, the committee believes that such a result
would be unfortunate, especially since there does not seem to be a very
strong precedent for coverage of such services among prototype
HMO'’s. The committee believes that otherwise qualified organizations
that are unable, for good reason, to provide coverage of urgently re-
quired services furnished outside the HMO area should nevertheless
be permitted to participate as HMO’s. In such cases, out-of-area cov-
ered services received by beneficiaries enrolled in such an HMO would
be payable under the regular medicare program. The capitation pay-
able to such organizations should be adjusted to exclude an amount
estimated to represent costs of covered services which the HMO’s
beneficiaries receive outside the HMO’s service area. The committee
would expect the Secretary to take any necessary precautions to assure
that this provision was not used by HMO’s to encourage beneficiaries
to secure certain high-cost medically necessary services from outside
the HMO.

If the HMO provides only the services covered by the medicare
program to its enrollees, the premiums or other charges it makes
to its enrollees cannot exceed the actuarial value of the cost-
sharing provisions of the hospital and supplementary medical in-
surance parts of the medicare program which the plan covers
in its enrollment charge. Beneficiaries could not be charged premiums
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for covered services which include cost-sharing on non-covered types
of expense such as the maternity expense factor in hospital care. If,
however, the organization provides its enrollees services in addition to
those covered under medicare, it must inform enrollees of the portion
of the premium or other charges applicable to such additional services,
and the portion applicable to medicare-covered services may not ex-
ceed the actuarial value of the cost-sharing provisions of the medicare
program. Any portion of the actuarial value of deductibles and co-
insurance which the HMO may assess at the time individual services
are rendered may not exceed the actuarial value of medicare copay-
ments. Under the House bill, the HMO could require a medicare bene-
ficiary to accept and pay for coverage of services in addition to
medicare benefits as a condition of enrollment. The committee believes
that such a condition could place undue financial hardship on some
medicare beneficiaries and has therefore modified the provision to
make acceptance of a supplemental benefit package optional with the
beneficiary. These requirements are intended to assure that beneficiar-
ies enrolled with an HMO benefit fully from their medicare coverage
and are, in effect, charged no more than the deductible and coinsurance
amounts. This provision will also assure that beneficiaries who elect
additional benefits are made aware of the exact cost of the supple-
mental coverage provided by the HMO.

Beneficiaries enrolled with a health maintenance organization who
are dissatisfied with decisions of the organizations on benefit coverage
would have the right to a hearing before the Secretary, in which the
health maintenance organization would be an interested party, and
to judicial review with respect to disputes involving amounts exceed-
ing specified limits.

Beneficiaries could terminate their enrollment with a health main-
tenance organization and revert to regular coverage under the program
in accordance with regulations. It is expected that, to the extent prac-
ticable, disenrollment would be patterned after the disenrollment pro-
cedure as is followed now with respect to disenrollment under the
supplementary medical insurance program.

The committee also agrees with the concern reflected in the House
bill that some organizations potentially qualified to contract on an
incentive basis currently have enrollees who may desire to continue
membership in the organization but who do not wish to agree to receive
covered services only from that organization. Since it would seem in-
equitable to require such individuals to either disenroll immediately
or involuntarily accept a limitation on their access to covered services,
the committee has included a provision under which a health mainte-
nance organization which has contrac_ted on an incentive basis could
continue through June 1976 to be reimbursed for covered care pro-
vided to beneficiaries who were members prior to July 1978 but who
do not elect the option. For beneficiaries who do not elect the option,
the usual capitation payment would be subject to additional actuarial
adjustment to reflect projected use of out-of-plan services to the extent
that such services would have been considered sufficiently reasonable
and necessary to be provided by the HMO under the rules of that
organization. Retroactive adjustment would be made at the end of the
year to reflect actual expenses of the type otherwise reimbursable un-
der the program incurred on b_eha]f of such beneficiaries. Any savings
or losses (and related apportionment thereof) would be determined
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by comparing the HMO’s actual incurred per capita costs, increased by
a factor reflecting the costs of sufficiently reasonable and necessary
out-of-plan services received by such beneficiaries, with the adjusted
average per capita cost. .

While the modifications and additional safeguards which have been
included establish the potential for effective administration of the
HMO provision, the committee nevertheless recognizes that use of the
HMO approach to provision of health care services remains relatively
unknown in many geographic areas. Accordingly, the committee be-
lieves that the Congress should be kept fully informed of program
experience with the HMO provision so_that appropriate modifica-
tions, as required, can be made as expeditiously as possible. It has,
therefore, added a provision which would require the Secretary of
Health, Education, and Welfare to report to the Congress within a
reasonable period after the first annual reports by HMQ’s are re-
ceived, and annually thereafter, in the HEW annual report, regard-
ing experience with the HMO provision. Such reports should include
general evaluation of the HMO provision in operation, and should
specifically cover cost experience, quality of care considerations, num-
bers of beneficiaries who enroll, enrollment trends, and other relevant
information including evaluation of the performance of the different
types of HMO’s. Enrollment trends are particularly significant as the
medicare program would not benefit directly in a financial sense from
the possible efficiencies of HMO’s until a substantial number of medi-
care beneficiaries not presently enrolled choose to enroll in such
organizations.

The committee expects that the Department will provide technical
assistance, particularly with regard to matters concerning determina-
tion of proper actuarial rates, to assist States participating in the
title XTX program to enter into contracts with HMO’s (eligible as
such under medicare) to provide services to medicaid eligibles where
a State requests such assistance. The Federal Government would as-
sume the cost of such technical and actuarial assistance as is necessary.

_The provision would become effective with respect to services pro-
vided on or after July 1, 1973.

Repeal of Section 1902(d) of Medicaid

(Sec. 231 of the bill)

Under section 1902(d) of the medicaid law, a State may reduce the
range, duration or frequency of the services it provides under its
medicaid program, but it cannot reduce its aggregate expenditures for
the State share of 1ts medicaid program from 1 year to the next. Fail-
ure to comply with this requirement means ineligibility for Federal
medicaid matching funds.

The House bill Testricts the application of section 1902(d) to the
mandatory health care services which all State medicaid rograms
must make available to eligible recipients. The House provision would
permit a State to modify the scope and extent of such optional serv-
1ces as drugs, dental care and eyeglasses, but it could not reduce the
amount of expenditures for the mandatory services.

244
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The committee has been concerned about the effect of section 1902
(d) on States which may be faced with fiscal crises. Further, the com-
mittee believes that the maintenance of effort provision of section
1902(d) functions as a barrier to orderly development and operation
of State programs, and that States are generally best able to determine
the changing needs of their eople.

The committee has therefore substituted for the House provision an
amendment repealing section 1902(d). This action is consistent with
the committee and Senate action on H.R. 17550 in 1970.

The committee does not expect that removal of the maintenance of
effort requirement will result in large-scale cut-backs in benefits under
the medicaid program, but it does believe that elimination of this pro-
vision will provide States with greater flexibility to design their pro-
grams to meet effectively the needs of their people for medical care
within the fiscal constraints faced by given States from time-to-time.

Payments_to States Under Medicaid for Development of Cost
Determination Systems for State-Owned General Hospitals

(Sec. 235 of the bill)

Under present law, States are required to use methods of adminis-
tration deemed necessary by the Secretary for efficient operation of
the program. Despite this requirement, many States do not have effec-
tive claims administration or well-designed information storage and
retrieval systems; nor do they possess the financial and technical re-
sources to develop them if required to do so by the Secretary.

Section 235 as approved by the House authorizes 90 percent Federal
matching for the cost necessary to design, develop, and install mecha-
nized claims processing and information retrieval systems deemed nec-
essary by the Secretary and 75 percent Federal matching for the
operation of systems approved by the Secretary. States would not be
eligible to recelve this increased Federal support until they have devel-
oped the capacity to provide basic information to recipients on services
paid for by the program, including the names of the providers, the
dates on which services were furnished, and the amount of payment
made. In addition, section 235 would provide 90 percent Federal
matching during fiscal years 1972 and 1973 for the cost of design,
development, or installation of cost determination systems for State-
owned general hospitals, with total funds paid to all States under
this clause not exceeding $150,000 in either year.

Although the committee acknowledges the obligation of the Federal
Government to provide technical assistance to each State operating
a medicaid program, it believes that the inducements of more efficient
and effective administration of the program, and resulting reductions
in program costs, should be sufficient to stimulate States to implement
mechanized claims processing and information retrieval systems under
the matching provisions of current law. Further, possible major
changes in the nature and allocation of administrative responsibilities
under medicaid during the next several years might quickly render
such systems obsolete. .

Therefore, the committee has deleted all of section 235 except for
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the provision authorizing funds for cost-determination systems for
State-owned general hospitals (such as that being undertaken by the
State of Mississippi).

Utilization Review Requirements for Hospitals and Skilled
Nursing Homes Under Medicaid and Maternal and Child
Health Programs

(See. 237 of the bill)

Under medicare, each hospital and extended care facility is required
to have a utilization review committee to review all long-stay cases as
well as review, on a sample or other basis, admissions, durations of
stay and professional services. The reasons for requiring hospitals and
extended care facilities to have utilization review committees for medi-
care cases apply with equal validity to review of medicaid cases, but
there is now no such requirement in the medicaid law. Under medicaid,
the medical assistance unit of the State agency administering the
medicaid program is responsible for all utilization review plans and
activities under the medicaid program. The medical assistance unit
may in lieu of establishing its own utilization review system delegate
utilization review responsibilities for inpatient hospital and skilled
nursing home care to the agency which monitors utilization review
activities for such services under medicare.

The committee approved in H.R. 17550, and supports again in
HL.R. 1, the House provision which would require hospitals and skilled
nursing homes participating in the medicaid or maternal and child
health program to have cases reviewed by the same utilization review
committee already reviewing medicare cases or, if one does not exist,
by a review group which meets the standards established under
medicare. However, the committee does not intend that where medic-
aid requires more stringent or comprehensive utilization review than
does medicare, such requirements be reduced by virtue of operation of
this section. Several States have developed and are applying utiliza-
tion review procedures, different from the medicare utilization review
committees, which have met with some success. The committee has,
therefore, modified the House bill to provide that until such time as
professional standards review organizations are operational in the
States, the Secretary may waive the requirements of this section to
permit States to substitute alternative utilization review systems where
1t can be demonstrated to his satisfaction that the alternative systems
will be superior in effectiveness to the medicare requirement. To avoid
duplication of review activity in such cases, the Secretary might also
require usage where appropriate of the more effective medicaid review
method for medicare patients as well, in lieu of the regular medicare
procedure.

This provision would be effective January 1,1973.

Program for Determining Qualifications for Certain Health Care
Personnel
(Sec. 241 of the bill)

Under present law, the Secretary establishes various health and
safety criteria as conditions for the participation of providers of serv-
ice in the medicare program. In setting these standards it is necessary
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to establish criteria for judging the professional competency and quali-
fications of key personnel in these health facilities. Medicare and med-
icaid regulations have relied heavily on formal training courses and
professional society membership in judging professional competency.

In the report of this committee on the Social Security Amendments
of 1967 (H.R. 12080), the committee agreed with the Secretary that
appropriate criteria as prima facia evidence of competence are neces-
sary. However, the committee expressed concern that reliance solely on
specific formal education or training, or membership in private profes-
stonal organizations might serve to disqualify people whose work ex-
perience and training might make them equally or better qualified
than those who meet the existing requirements. The committee pointed
out in 1967 that failure to make the fullest use of competent health
personnel was of particular concern because of the shortage of such
personnel.

In 1967, the committee recommended that the Secretary of Health,
Education, and Welfare consult with appropriate professional health
organizations and State health agencies and, to the extent feasible, ex-
plore, develop, and apply appropriate means—including testing pro-
cedures—for determining the proficiency of health care personnel
otherwise disqualified or Iimited in responsibility under regulations of
the Secretary. Moreover, the committee instructed the Secretary to en-
courage and assist programs designed to upgrade the capabilities of
those not sufficiently skilled to qualify initially but who could perform
satisfactorily and qualify on a proficiency basis with relatively little
additional training.

However, despite that formal instruction and expectation of the
committee the Department of Health, Education, and Welfare has
since 1967 continued to rely almost entirely on formal training and
professional society membership in measuring the qualifications of
health care personnel. The Department has taken Jittle or no action,
except with respect to directors of clinical laboratories and to physi-
cal therapists in developing proficiency testing and training courses.
The personnel problems which existed in 1967 and which the commit-
tee sought to alleviate, have been aggravated as a result of the Depart-
ment’s continued inaction.

The Medical Services Administration issued a ruling effective July
1, 1970, concerning licensed practical nurses in skilled nursing homes
participating in medicaid. Nursing homes, according to the ruling,
must have as charge nurses for each shift (other than the day shift
which requires a registered nurse) a registered nurse or a licensed
practical nurse, with a degree from a State-accredited school or its
equivalent. There is an acute shortage of nursing persqnne], .and many
hundreds of nursing homes have been covering some shifts with “waiv-
ered” practical nurses. These are practical nurses, who do not have
the required formal training, and who, in many States, have been li-
censed on a waivered basis. Undoubtedly, a substantial proportion of
these practical nurses have years of experience and are competent;
obviously, other waivered practical nurses are not competent to serve
as charge nurses. .

As noted, the Department of Health, Education, and Welfare has
taken no action since 1967, in developing proficiency testing or short-
term supplemental training for these personnel, and consequently,
many otherwise qualified nursing homes are being, or soon may be,
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forced out of the program because of their inability to locate a reg-
istered nurse or a licensed practical nurse. Problems somewhat similar
to those confronting waivered licensed practical nurses exist with re-
spect to some therapists, medical technologists, and psychiatric
technicians. .

In view of this, the committee approved a provision in 1970, in-
cluded in H.R. 17550 as passed by the Senate, which would require the
Secretary to explore, develop, and apply appropriate means of deter-
mining the proficiency of health personnel disqualified or limited in
responsibility under present regulations, and regularly report to the
committee and to the Committee on Ways and Means of the House of
Representatives concerning the Department’s progress in this area.

Except for the time limit described, the House bill includes this
provision. The committee has modified the House provision by again
setting a time limit—December 31, 1977—beyond which determina-
tions of proficiency would not apply with respect to persons initially
licensed by a State or seeking initial qualification as a health care per-
son. In addition, the committee specified that cytotechnologists were
intended to be included among the types of health personnel to which
the proficiency testing would apply.

The committee would emphasize again its concern that only quali-
fied personnel be utilized in providing care under medicare and medic-
aid. However, appropriate methods and procedures are capable of
being promptly developed and applied to determine qualifications and
to upgrade skills to qualifying levels. The committee does not advo-
cate “grandfathering” of poorly qualified health care personnel nor
does it advocate usage of arbitrary and inflexible cut-off standards of
qualification which rule out of program participation many compe-
tent personnel.

Reimbursement Appeals by Providers of Services
(Sec. 243 of the bill)

Under present law a fiscal intermediary determines the amount of
reasonable cost to be paid to a provider of services. There is no spe-
cific legislative provision for an appeal by the provider of the inter-
mediary’s final reasonable cost determinations. Although the Social
Security Administration has instituted certain administrative proce-
dures to assist providers and intermediaries to reach reasonable and
mutually satisfactory settlements of disputed reimbursement items,
the committee believes that it is desirable to prescribe in law a specitic
appeals procedure for disputed final settlements applying to reason-
able cost determinations. This procedure does not apply to questions
of coverage or disputes involving individual beneficiary claims.

The committee has therefore approved, with modifications, a pro-
vision in the House bill which would provide for the establishment of
the Provider Reimbursement Review Board. The Board would be
composed of five members, knowledgeable in the field of health care
reimbursement, appointed by the Secretary of Health, Education, and
Welfare. At least one member of the Board would be a certified public
accountant. The Secretary would select two of the members from quali-
fied and acceptable nominees of the providers. The Provider Reim-
bursement Review Board would be authorized to make rules and
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establish procedures necessary to its operation in accordance with
regulations established by the Secretary of Health, Education, and
Welfare.

. Under the House bill, any provider of services which has filed a
timely cost report may appeal an adverse final decision of the fiscal
intermediary to the Board where the amount at issue is $10,000 or
more. The appeal must be filed within 180 days after notice of the
fiscal intermediary’s final determination. The committee modified this
portion of the provision by including two additional situations which
could serve as a basis for provider appeals. The first provision would
enable groups of providers to appeal adverse final decisions of the
fiscal intermediary to the Board where the amount at issue aggregates
$10,000 or more. The second modification enables any provider which
believes that its fiscal intermediary has failed to make a timely cost
determination on its annual cost report, if such report is susbtantially
in proper order, or a timely determination on an acceptable supple-
mental filing where the initial filing was deficient, to appeal to the
Board where the amount involved is $10,000 or more. Implementation
of the intermediary determinations would not be held in abeyance
pending the Board’s decision.

The provider shall have the right to reasonable notice as to the time
and place of hearing and reasonable opportunity to appear at the
hearing. It may be represented by counsel and introduce reasonable
and pertinent evidence to supplement or contradict the evidence con-
sidered by the fiscal intermediary. Reasonable opportunity to examine
and cross-examine witnesses shall be provided. All decisions by the
Board shall be based upon the record made at such hearing which may
include any evidence submitted by the Department. Such evidence shall
include the evidence or record considered by the intermediary. Based
upon examination of all of the evidence, such Board may find in whole
or in part for the provider or the Government (including a finding
based upon the evidence before it that the provider or Government
owes sums in addition to the amount raised in the appeal).

A decision of the Provider Reimbursement Review Board would be
final unless the Secretary, on his own motion, and within 60 days after
the provider of services is notified of the Board’s decision, reverses or
modifies the Board’s decision adversely to the provider. In any case
where such reversal or modification occurs, the provider of services
would have the right to obtain a review of such a decision by the United
States District Court for the district in which it is located or in the
United States District Court for the District of Columbia, as an ag-
grieved party under the Administrative Procedur'es Act, notwithstand-
ing any other provision in section 205 of the Social Security Act.

The amendment would become effective with respect to accounting
periods beginning on or after July 1, 1972.

Physical Therapy and Other Therapy Services Under Medicare
(Sec. 251 of the bill)

Under present law, physical therapy is covered as an inpatient hos-

pital service, an inpatient extended care service, a home health service,

and a service incident to physicians’ services. Physical therapy is also
covered when furnished under prescribed conditions by a participating
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hospital, extended care facility, home health agency, clinic, rehabilita-
tion agency, or_ public health agency to outpatients. The physical
therapist may either be an employee of the participating facility or
he may be self-employed and furnish his services under arrangements . .
with and under the supervision of the facility.

The House bill would provide for coverage, under the supplement-
ary medical insurance program, of up to $100 per calendar year of
physical therapy services furnished by a licensed physical therapist
m his office or in the patient’s home under a physician’s plan. Reim-
bursement for the reasonable charges for the covered services rendered
by the physical therapist would be made either to the beneficiary or,
on assignment, directly to the physical therapist.

The committee has been advised by the Department of Health,
Education, and Welfare that the House provision would be difficult
to administer in terms of assuring the provision of appropriate
services, or of effectively enforcing the health, safety, and quality
safeguards embodied in present law, since physical therapists would
be furnishing services outside the controlled environment of an institu-
tional setting or responsibility. Moreover, this provision would com-
pound the already costly and troublesome problem of restraining over-
utilization and inappropriate utilization of physical therapy services.
The committee agrees with the Department that at the present time
whatever advantage might accrue to beneficiaries from increased
availability of services would be at the expense of higher benefit and
administrative costs. For these reasons, the committee has deleted this
special $100 feature of the House bill.

The committee is concerned about the few cases under present law
where an inpatient exhausts his inpatient benefits or where he is
otherwise ineligible for hospital insurance inpatient benefits and can
continue to receive supplementary medical insurance reimbursement
for physical therapy treatment only if the hospital or extended care
facility is able to arrange for another participating facility to furnish
the physical therapy treatment as an outpatient service. The House
bill would authorize a hospital or extended care facility to furnish out-
patient physical therapy services to its inpatients in the above
categories. The committee concurs with the House bill on this pro-
vision and the effective date for this subsection would make the
provision effective for services furnished after enactment of the bill.

The House bill also includes a provision for controlling program
expenditures and for preventing abuses. Under this provision pay-
ment for the reasonable cost of physical, occupational, and speech
therapy services, or the services of other health specialists, furnished
by a provider of services, a clinic, rehabilitation agency, or a public
health agency under arrangements with others to supply such services,
may not exceed an amount equivalent to the salary and other costs
which would reasonably have been payable if the services had been
performed in an employment relationship, plus the cost of such
expenses an individual not working as an employee might have, such
as maintaining an office, traveltime and expense, and similar costs.

The committee concurs with the House amendment, which reflects
the changes made by the committee during its consideration of
H.R. 17550, the Social Security Amendments of 1970. The committee
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expects—as does the Committee on Ways and Means—that the Secre-
tary will, in establishing the criteria for determining the reasonable
cost of such services, consult with the professions directly affected and
‘give thorough consideration to procedures used in other public and
private plans that may be local, regional, or national in scope. Further,
the committee expects that the Secretary will establish salary equiva-
lents by appropriate geographic areas (including, where appropriate
and feasible rural and urban distinctions) and that such amounts
will be set at the 75th percentile of the range of salaries paid in the
area to therapists working full-time in an employment relationship,
with such adc{)itional or adjusted allowance for salaries paid to thera-
pists whose duties are supervisory or administrative in nature, as the
Secretary finds to be appropriate. To the extent feasible, timely,
and accurate, salary data compiled by the Bureau of Labor Statistics
would be used in determining the 75th percentile level of salaries
in an area. If a provider requires the services of a physical therapist
on a limited part-time basis or only to perform intermittent serv-
ices the Secretary may make payment on the basis of a reasonable
rate per unit of service greater per unit of time than salary equivalent
amounts where he finds that such greater payment is in the aggregate
less than would have resulted if the provider employed a therapist on
a full or part-time salaried basis.

The above provision would be effective with respect to accounting
periods beginning on or after January 1,1973.

Collection of Supplementary Medical Insurance Premiums From
Individuals Entitled to Both Social Security and Railroad
Retirement Benefits

(Sec. 263 of the bill)

Under present Jaw, the responsibility for collecting supplementary
medical insurance premiums for enrollees entitled to both railroad
retirement benefits and social security benefits is vested in either the
Social Security Administration or the Railroad Retirement Board,
depending upon the circumstances of entitlement at the time of enroll-
ment. This arrangement requires an administrative procedure under
which persons so entitled can enroll in the supplementary medical
insurance program with either agency. The result has been that some
individuals (because all the facts are not made known at the time of
enrollment) are enrolled twice and have two different identifying
numbers; others are enrolled by the Social Security Administration
and not enrolled by the Railroad Retirement Board, or vice versa, and
thus may have two medicare cards—one showing entitlement to bene-
fits under part A only and the other showing entitlement to benefits
under both parts A and B. Such discrepancies, even though ultimately
corrected, are a source of confusion to beneficiaries and « cause of
unnecessary administrative expense.

Also, the processing of medical insurance claims is established so as
to require that all claims submitted by or on behalf of railroad bene-
ficiaries be handled by a single carrier, presently the Travelers Insur-
ance Company. Because the account numbers assigned to railroad
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beneficiaries who enroll with the Social Security Administration are
not identified as applying to railroad beneficiaries (because the bene-
ficiary does not make this known), many railroad beneficiary claims
are submitted to other carriers and require rerouting to Travelers In-
surance Company. This is expensive and a cause of delay in making
payments. . .

The committee agrees with the provision in the House bill which
provides that the Railroad Retirement Board shall be responsible for
collection of supplementary medical insurance premiums for all en-
rollees who are entitled under that program. This change will elimi-
nate the confusion, payment delay, and administrative expense deriv-
ing from the related provisions of present law.

Under the House bill the Railroad Retirement Board would be
authorized to contract with a carrier or carriers for purposes of serv-
icing its beneficiaries with respect to part B benefits, an arrangement
presently in effect as a result of the Commissioner of Social Security
having delegated his authority to do this to the Railroad Retirement
Board. However, in the interest of program efficiency, economy, and
consistency of administration in an area, the committee bill would
delete that part of the provision which grants the Railroad Retirement
Board authority to choose the carrier for part B benefits for its
beneficiaries so that the Secretary of Health, Education, and Welfare
would continue to have this anthority.

This provision would be effective for premiums becoming due and
payable after the fourth month after the month of enactment.

Waiver of Requirement of Registered Professional Nurses in
Skilled Nursing Facilities in Rural Areas

(Sec. 267 of the bill)

Under current law, a skilled nursing facility certified to participate
in the medicaid program is required to maintain an organized nursing
service under the direction of a registered professional nurse who is
employed full time. The law requires the nursing service to be com-
posed of sufficient nursing and auxiliary personnel to provide ade-
quate and properly supervised nursing services to patients during all
hours of each day and all days of each week. The House was con-
cerned that this requirement posed special problems for skilled nurs-
ing facilities in rural areas where there is inadequate availability of
registered nurses to staff a facility and therefore authorized a waiver
of the requirement for a full-time registered nurse in rural skilled
nursing homes.

While the committee recognizes the difficulty faced by many rural
skilled nursing facilities in obtaining necessary nursing staff, the com-
mittee also believes it necessary to safeguard the patient whose nursing
needs warrant continuing care by a registered nurse, such as those
patients requiring administration of potent injectable and intravenous
medications or medicinal gases on a regular basis, maintenance of
tracheotomies or gastrotomies, tubal feeding, etc.

In recognition of the staffing difficulties of the rural skilled nursing
facilities, the committee amendment provides that, to the extent
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that law or regulation requires the presence of a registered nurse
on one full—shif%‘.l 7 days a week, a special waiver of the nursing re-
quirement for these facilities may be granted provided that a regis-
tered nurse is absent from the facility for not more than two day-
shifts (if the facility employs one full-time registered nurse) and the
facility is making good taith efforts to obtain another on a part-time
basis. The American Nurses Association has indicated that State
nurses’ associations would willingly cooperate in efforts to secure
necessary nursing personnel ; the committee expects that, to the extent
such cooperation is extended it will be utilized toward alleviating a
skilled nursing shortage in a facility.

Additionally, to protect those patients who may need daily skilled
nursing care, this special waiver may be granted only if (1) the fa-
cility is caring only for patients whose physicians have indicated (in
written form on order sheet and admission note) that they could go
without a registered nurse’s services for a 48-hour period or (2) if the
facility has any patients for whom physicians have indicated a need
for daily skilled nursing services, the facility has made arrangements
for a registered nurse or a physician to spend such time as is neces-
sary at the facility to provide the skilled nursing services required by
patients on the uncovered day.

Coverage of Chiropractic Services Under Medicare

(Sec. 273 of the bill)

Under the House bill, the Secretary would be required to conduct a
study of chiropractic services covered under State plans approved
under title XIX. The study would determine whether and to what
extent chiropractic services should be covered under the supplementary
medical insurance program of title XVIII, giving particular atten-
tion to the limitations which should be placed on such coverage and
on the amounts to be paid for whatever services might be furnished.
The Committee on Finance believes, however, that further study of
chiropractic services is not required to support coverage of the services
of chiropractors under the supplementary medical insurance program.

In providing coverage for the services of chiropractors, the com-
mittee recognizes the need for controls on the quality, cost, and utiliza-
tion of such services. Accordingly, the commuittee bill would broaden
the definition of the term “physician” in title XVIII to include a Ii-
censed chiropractor who also meets uniform minimum standards to be
promulgated by the Secretary. The committee believes that at least
uniform minimum standards of the following kinds should underlie
licensure: satisfactory evidence of preliminary education equal to the
requirements for graduation from an accredited high school or other
secondary school; a diploma issued by a college of chiropractic ap-
proved by the State’s chiropractic examiners and where the practi-
tioner has satisfied the requirements for graduation including the com-
pletion of a course of study covering a period of not less than three
school years of six months each year in actual continuous attendance
covering adequate courses of study in the subjects of anatomy, phys-
iology, symptomatology and diagnosis, hygiene and sanitation, chem-
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istry, histology, pathology, and principles and practice of chiro-
practic, including clinical instruction in vertebral palpation, nerve
tracing and adjusting; and passage of an examination prescribed by
the State’s chiropractic examiners covering said subjects. Moreover,
the committee does not intend that the practice of operative surgery,
osteopathy, or administering or prescription of any drug or medicine
included m materia medica should be covered by the practice of
chiropractic. Such standards would also be applicable to coverage of
chiropractic services under medicaid.

The services furnished by chiropractors would be covered under the
program as “physicians’ services,” but only with respect to treatment
of the spine by means of manual manipulation which the chiropractor
is legally authorized to perform. As with other program benefits, the
committee is aware of the possible overutilization of chiropractic serv-
ices, and expects that the Secretary will issue guidelines to medicare
carriers for use in review of bills for such services, to assure proper
usage of the benefit.

The amendment would become effective with respect to services pro-
vided on or after July 1,1973.

3. NEW PROVISIONS ADDED BY THE FINANCE COMMITTEE
Professional Standards Review

(Sec. 249F of the Bill)

According to recent estimates the costs of the medicare hospital in-
surance program will overrun the estimates made in 1967, by some
$240 billion over a 25-year period. The monthly premium costs for
part B of medicare—doctors’ bills—rose from a total of $6 monthly
per person on July 1, 1966, to $11.60 per person on July 1, 1972.
Medicaid costs are also rising at precipitous rates.

The rapidly increasing costs of these programs are attributable to
two factors. One of these is an increase in the unit cost of services
such as physicians’ visits, surgical procedures, and hospital days.
H.R. 1, as reported, contains a number of desirable provisions which
the committee believes should help to moderate these unit costs.

The second factor which is responsible for the increase in the costs
of the medicare and medicaid programs is an increase in the number of
services provided to beneficiaries. The Committee on Finance has, for
several years, focused its attention on methods of assuring proper
utilization of these services. That utilization controls are particularly
important was extensively revealed in hearings conducted by the sub-
committee on medicare and medicaid. Witnesses testified that a signifi-
cant proportion of the health services provided under medicare and
medicaid are probably not medically necessary. In view of the per diem
costs of hospital and nursing facility care, and the costs of medical and
surgical procedures, the economic impact of this overutilization be-
comes extremely significant. Aside from the economic impact the com-
mittee is most concerned about the effect of overutilization on the
health of the aged and the poor. Unnecessary hospitalization and un-
necessary surgery are not consistent with proper health care.
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Review oF Present Urinization CONTROLS

The committee has found that present utilization review require-

ments and activities are not adequate.
. Under present law, utilization review by physician staff committees
in hospitals and extended care facilities and claims review by medicare
carriers and intermediaries are required. These processes have a num-
ber of inherent defects. Review activities are not coordinated between
medicare and medicaid. Present processes do not provide for an inte-
grated review of all covered institutional and noninstitutional services
which a beneficiary may receive. The reviews are not based upon
adequately and professionally developed norms of care. Additionally,
there is insufficient professional participation in, and support of,
claims review by carriers and intermediaries and consequently there is
on]y.lxmlted acceptance of their review activities. With respect to the
quality of care provided, only institutional services are subject to qual-
ity control under medicare, and then only indirectly through the
application of conditions of participation.

Under ]iresent law, each hospital and extended care facility must
have a utilization review plan covering services provided to medicare
patients which provides for review, on a sample or other basis, of
admissions, duration of stays, and the professional services furnished.
The review is to include consideration as to the medical necessity
of the services and the efficient use of health facilities and services.
The utilization review is undertaken by either (1) a group, including
at least two physicians, organized within the institution or (2) a
group (including at least two physicans) organized by a local medical
society or other group approved by the Secretary of Health, Education,
and Welfare. The statute provides also that the utilization review

roup must be organized as in (2) above, if the institution is small or
%or such other good reasons as may be included in regulations. The
utilization review group must also review long-stay cases and inform
those concerned (including the attending physician) when it deter-
mines that hospitalization or extended care is no longer medically
necessary.

The Finance Committee and the Ways and Means Committee
stressed in 1965 that these requirements, if effectively carried out,
would discourage improper and unnecessary utilization. The Finance
Committee Report (S. Rept. 404, pt. I, 89th Cong., p. 47) stated:

The committee is particularly concerned that the utiliza-
tion and review function is carried out in a manner which
protects the patients while at the same time making certain
that they remain in the hospital only so long as is necessary,
and that every effort be made to move them from the hos-
pital to other facilities which can provide less expensive, but
equal, care to meet their current medical needs.

The detailed information which the committee has collected and
developed as well as internal reports of the Social Security Adminis-
tration indicate clearly that utilization review activities have, gen-
erally speaking, been of a token nature and ineffective as a curb to un-
necessary use of institutional care and services. Utilization review in
medicare can be characterized as more form than substance. The pres-
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ent situation has been aptly described by = State medical society in
these words:
Where hospital beds are in short supply, utilization review
is fully effective. Where there is no pressure on the hospital
beds, utilization review is less intense and often token.

The current statute places upon the intermediary as well as the State
health agency responsibility for assuring that participating hospitals
and extended-care facilities effectively perform utilization review.

Available data indicate that in many cases intermediaries have not
been performing these functions satisfactorily despite the fact that the
Secretary may not, under the law, make agreements with an inter-
mediary who is unwilling, or unable, to assist providers of services
with utalization review functions. . . i

Apart from the problems experienced in connection with their
determinations of ‘“reasonable” charges, the performance of the
carriers responsible for payment for physicians’ services under medi-
care has also varied widely in terms of evaluating the medical necessity
and appropriateness of such services. Moreover, ever since medicare
began, physicians have expressed resentment that their medical
determinations are challenged by insurance company personnel. The
committee has concluded that the present system of assuring proper
utilization of institutional and physicians” services is basically in-
adequate. The blame must be shared between failings in the statutory
requirements and the willingness and capacity of those responsible for
implementing what is required by present law.

There is no question, however, that the Government has a respon-
sibility to establish mechanisms capable of assuring effective utilization
review. Its responsibility is to the millions of persons dependent upon
medicare and medicaid, to the taxpayers who bear the burden of
billions of dollars in annual program costs, and to the health care
system.

In light of the shortcomings outlined above, the committee believes
that the critically important utilization review process must be re-
structured and made more effective through substantially increased
professional participation.

The committee believes that the review process should be based upon
the premise that only physicians are, in general, qualified to judge
whether services ordered by other physicians are necessary. The com-
mittee is aware of increasing instances of criticism directed at the use
of insurance company personnel and Government employees in re-
viewing the medical necessity of services.

The committee generally agrees with the principles of “peer review”
enunciated in the report of the President’s Health Manpower Com-
mission, issued in November 1967. That. report stated :

Peer review should be performed at the local level with
professional societies acting as sponsors and supervisors,

Assurance must be provided that the evaluation groups
perform their tasks in an impartial and effective manner.

Emphasis should be placed on assuring high quality of
performance and on discovering and preventing unsatis-
factory performance.
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The more objective the quality evaluation procedures,
the more effective the review bodies can be. To enable greater
objectivity, there should be a substantial program of re-
search to develop improved criteria for evaluation, data
collection methods, and techniques of analysis.!

The committee has therefore included an amendment, as it did in
H.R. 17550, which authorizes the establishment of independent pro-
fessional standards review organizations (PSRO’s) by means of which
practicing physicians would assume responsibility for reviewing the
appropriateness and quality of the services provided under medicare
and medicaid.

Tee CommrrTee Provision

The committee has provided for a review mechanism through which
practicing physicians can assume full responsibility for reviewing the
utilization of services. The committee’s review mechanism at the same
time contains numerous safeguards intended to fully protect the public
interest.

The committee provision would establish broadly based review
organizations with responsibility for the review of both institutional
and outpatient services, as opposed to the present fragmented review
responsibilities.

The new review organizations would be large enough to take full
advantage of rapidly evolving computer technology, and to minimize
the inherent conflicts of interest which have been partially responsible
for the failure of the smaller institutionally based review organiza-
tions. The review process would be made more sophisticated through
the use of professionally developed regional norms of diagnosis and
care as guidelines for review activities, as opposed to the present usage
of arbitrarily determined checkpoints. The present review process,
without such norms, becomes a long series of episodic case-by-case
analyses on a subjective basis which fail to take into account in a sys-
tematic fashion the experience gained through past reviews or to suf-
ficiently emphasize general findings about the pattern of care provided.
The committee believes that the goals of the review process can be
better achieved through the use of norms which reflect prior review
experience.

The committee’s bill provides specifically for the establishment of
independent professional standards review organizations (PSRO’s)
formed by organizations representing substantial numbers of practic-
ing physicians in local areas to assume responsibility for the review
of service (but not payments) provided through the medicare and
medicaid programs.

Recognizing the problem, on their own, a number of medical socie-
ties and other health care organizations have already sponsored similar
types of mechanisms for purposes of undertaking unified and coordi-
nated review of the total range of health care provided patients. Addi-
tional medical societies are proceeding to set up such organizations.

In reaffirming its conviction that the establishment of PSRO’s
should result in important improvements to the medicare and medicaid
programs, the committee has taken particular note of the progress
which has been made by a number of prototype review organizations

1 Report of the Health Manpower Commission, November 1967, p. 48.
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across the country. Experience by these organizations has provided
the committee with convincing evidence that peer review can—and
should—be implemented on an operational, rather than merely an
experimental basis.

The committee expects that in developing the policies and regula-
tions implementing the PSRO provision, the Secretary will seek the
advice and counsel of physicians and administrators connected with
existing successful review organizations.

However, in most parts of the country, new organizations would need
to be developed.

The committee would stress that physicians—preferably through
organizations sponsored by their local associations—should assume
responsibility for the professional review activities. Medicine, as a
profession, should accept the task of advising the individual physician
where his pattern of practice indicates that he is overutilizing hospital
or nursing home services, overtreating his patients, or performing un-
necessary surgery.

It is preferable and appropriate that organizations of professionals
undertake review of members of their profession rather than for Gov-
ernment to assume that role. The inquiry of the committee into medi-
care and medicaid indicates that Government is ill equipped to assure
adequate utilization review. Indeed, in the committee’s opinion, Gov-
ernment should not have to review medical determinations unless the
meiical profession evidences an unwillingness to properly assume the
task.

But, the committee does not intend any abdication of public
responsibility or accountability in recommending the professional
standards review organizations approach. While persuaded that com-
prehensive review through a unified mechanism is necessary and that
1t should be done through usage, wherever possible and wherever
feasible, of medical organizations, the committee would not preclude
other arrangements being made by the Secretary where medical orga-
nizations are unwilling or unable to assume the required work or where
such organizations function not as an effective professional effort to
assure proper utilization and quality of care but rather as a token
buffer designed to create an illusion of professional concern.

In a number of areas of the country, carriers and intermediaries—
even though their activity is limited to restrospective review—are
doing a reasonably effective job of controlling unnecessary utilization
of health care services. Such efforts should not be terminated in any
area until such time as a PSRO has satisfactorily demonstrated the
willingness, operational capacity, and performance to effectively sup-
plant and improve upon existing review work. Even where the PSRO
becomes the paramount review organization, the existing review, if it is
efficient and effective, should not be dismantled, if the PSRO can bene-
fit by utilizing its experience and services.

EstaBLIsSHMENT oF PSRO’s

The amendment requires the Secretary, following consultation
with national, State and local, public and private medical care
organizations, and medical societies, to tentatively designate PSRO
areas throughout the country by January 1, 1974. In smaller or more
sparsely populated States, the designations would probably be on a
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statewide basis. Each area, defined in geographic or medical service
area terms, would generally include a minimum of 300 practicing
physicians—in most cases substantially more than that number. Be-
cause of the minimum number of physicians required—intended to
assure broad, diverse, and objective representation—it is expected that
there will be many multicounty PSRO areas.

Tentative area designations could be modified if, as the system was
placed into operation, changes seemed desirable. Area designations
would also take into consideration the need to assure a reasonably
coordinated administrative arrangement among PSRO’s and the vari-
ous medicare and medicaid administrative mechanisms in a State or
area. The Secretary would provide prototype plans of organization
and operation to prospective PSRO’s in each area. The prototypes
would be developed in consultation with proposed PSRO's and with
various organizations presently operating comprehensive review mech-
anisms as well as national, State and local, private and public, health
organizations.

It should be emphasized that in recommending operational, rather
than experimental authority, it is recognized that the successful de-
velopment of professional review organizations can encompass a vari-
ety of prototypes and that changes in technology can be expected to
result in continued modifications in procedures, and that much re-
mains to be done in the area of the development and refinement of
professional norms. It is believed, though, that the proposal can
be implemented within an overall framework of innovation and flex-
ibility. The committee believes, further, that only a full implementa-
tion effort will provide the impetus needed to establish effective and
equitable comprehensive professional review throughout the Nation.

Priority in designation as a PSRO would be given to organizations
established at local levels representing substantial numbers of prac-
ticing physicians who are willing and believed capable of progressively
assuming responsibility for overall continuing review of institutional
and outpatient care and services. Local sponsorship and operation
should help engender confidence in the familiarity of the review group
with norms of medical practice in the area as well as in their knowledge
of available health care resources and facilities. Furthermore, to the
extent that review is employed today, it is usually at the local level.
To be approved, a PSRO applicant must provide for the broadest
possible involvement, as reviewers on a rotating basis, of physicians
engaged in all types of practice in an area such as solo, group, hospital,
medical school, and so forth.

Participation in a PSRO would be voluntary and open to every
physician in the area. Existing organizations of physicians should be
encouraged to take the Jead in urging all their members to participate
and no physician could be barred from participation because he is
or is not a member of any organized medical group or be required to
join any such group or pay dues or their equivalent for the privilege
of becoming a member or officer of any PSRO nor should there be any
discrimination in assignments to perform PSRO duties based on mem-
bership or nonmembership in any such organized group of physicians.

Physician organizations or g_roumes would be completely free to
undertake or to decline assumption of the responsibilities of organizing
a PSRO. If they decline, the Secretary would be ecmpowered to seek
alternative applicants from among other medical organizations, State
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and local health departments, medical schools, and failing all else,
carriers and intermediaries or other health insurers. In no case, how-
ever, could any organization be designated as a PSRO which did not
have professional medical competence. And, in no case could any final
adverse determinations by a PSRO with respect to the conduct or pro-
vision of care by a physician be made by anyone except another quali-
fied physician.

PSRO physicians engaged in the review of the medical necessity for
hospital care and-justification of need for continued hospital care must
be active hospital staff members. The purpose here is to assure that
only doctors knowledgeable in the provision and practice of hospital
care will review such care. To the extent feasible, it is intended that a
physician not be involved in decisionmaking in the review of care for
the PSRO which was provided in a hospital where he has active staff
privileges (except to the extent of his involvement with “in-house”
review acceptable to the PSRO).

The committee expects that the Secretary will provide every pos-
sible assistance to the PSRO’s, The Department would be re-
quired to develop prototype review plans and would be expected
to provide assistance and encouragement in the development of ac-
ceptable review plans. Proposals submitted to the Secretary by pros-
pective PSRO’s would be made available, on request, to appropriate
concerned organizations and individuals who, in turn, would
be free to submit to the Secretary such comments on the proposal as
might assist his evaluation of the prospective PSRO. The Department
would also be required to develop the capacity to evaluate the potential
of review plans proposed by organizations throughout the country, and
with the assistance and advice of the National Professional Standards
Review Council, to monitor on a regular and continuing basis the per-
formance of the organizations selected through the use of statistical
comparisons and other means of evaluation.

The committee recognizes that proper administration of this provi-
sion will involve substantial administrative effort and expense. How-
ever, over the long run, the PSRO provision, properly implemented,
should result in substantial reductions in program costs and improved
quality of care. The Secretary is expected to take such administrative
steps and provide all necessary assistance and cooperation to assure
that no PSRO fails because it does not have access to the means or
information required to perform adequately.

ConprTioNAL STaTUs OF PSRO’s

A qualified PSRO applicant would be approved on a conditional
basis for a period not to exceed 2 years during which it would develop
and expand its review activities and capacity. Contracts may be termi-
nated upon 90 days’ notice by either the PSRO or the Secretary. During
the congitional period, existing medicare and medicaid review opera-
tions would also continue so as to provide backup and standby capacity
in the event a PSRO encounters difficulties or is terminated. At the end
of the conditional period, where the PSRO has satisfactorily demon-
strated its effectiveness in review, the Secretary would have authority
and would be expected to waive any other professional review require-
ments, in whole or part, imposed under the law and regulations.
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Medicare and medicaid claims-paying agencies would be expected to
abide by final decisions of the PSRO during this trial period. Placing
reliance on the PSRO decision during the trial period is necessary to
permit an accurate appraisal of the effectiveness with which the condi-
tionally approved PSRO’s could be expected to exercise the review
function in the absence of concurrent review by others.

As noted, once an organization is accepted as a PSRO the Secretary
would regularly evaluate its performance using statistical comparison
and other means of evaluation including the findings and recommen-
dations of the statewide and national professional standards review
councils established under the amendment. Where performance of an
organization was determined to be unsatisfactory, and timely efforts
to bring about its improvement failed, the Secretary could terminate
its participation after appropriate notice and opportunity for admin-
istrative hearing. A finding, for example, that one PSRO was accept-
ing without question substantial numbers of requests which other ap-
parently well-run PSRO’s were generally investigating and denying
would be expected to result in termination of the agreement with the
former PSRO unless the situation is justified by factors related to
medical necessity or unless reasonable action to correct the problem is
undertaken.

The committee anticipates that PSRO’s will function in effective
and dedicated fashion under the guidance of concerned physicians. In
instances where there might be only nominal or halfhearted perform-
ance, it would be expected that necessary remedial action would be
promptly taken through the initiative of the medical profession and,
failing that, by the Secretary.

If the Secretary found it necessary to replace a review organization,
as a first step he would consult with other review organizations in the
State involved as well as with the State medical society to determine
whether another local organization or an organization sponsored by
the State society itself was willing and capable of undertaking review
responsibility in the geographic area concerned. In the event that such
was not the case, he could then contract with State or local health
departments or employ other suitable professional means of assuring
the necessary review activity in the area.

ResponsieiLiTiEs oF A PSRO

A PSRO would have the responsibility of determining—for pur-
poses of eligibility for medicare and medicaid reimbursement—whether
care and services provided were: first, medically necessary, and second.
provided in accordance with professional standards. Additionally, the
PSRO where medically appropriate, would encourage the attending
physician to utilize less costly alternative sites and modes of treatment.
The PSRO would not be involved with questions concerning the rea-
sonableness of charges or costs or methods of payment nor would it be
concerned with internal questions relating to matters of managerial
efficiency in hospitals or nursing homes except to the extent that such
questions substantially affect patterns of utilization. The PSRO’s re-
sponsibilities are confined to evaluating the appropriateness of medical
determinations so that medicare and medicard payments will be made
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only for medically necessary services which are provided in accordance
with professional standards of care.

The local PSRO would be primarily responsible for review of all
medicare and medicaid services rendered or ordered by physicians in
its area. The purpose of the provision is to establish a unified review
mechanism for all health care services under the aegis of the principal
element in the health care equation, the physician. Christian Science
practice, however, would not be encompassed in the overall review and
review arrangements required of a PSRO.

In carrying out its responsibilities the PSRO would be required to
regularly review provider and practitioner profiles of care and service
(that is, the patterns of services delivered to medicare and medicaid
beneficiaries by individual health care practitioners and institutions)
and other data to evaluate the necessity, quality, and appropriateness
of services for which payment may be made under the medicare and
medicaid programs.

The PSRO would be expected to analyze the pattern of services
rendered or ordered by individual practitioners and providers and to
concentrate its attention on situations in which unnecessary, sub-
standard, or inappropriate services seem most likely to exist or occur.
Emphasis in review efforts would be related to the results expected to
be achieved by these efforts so that the net advantage from the review
time would be maximized.

A PSRO would have authority to approve the medical necessity of
all elective hospital admissions in advance—solely for the purpose of
determining whether medicare or medicaid will pay for the care. The
PSRO would also be required to acknowledge and accept, in whole or
in part, an individual hospital’s own review of admissions and need
for continued care, on a hospital-by-hospital basis, where it has deter-
mined that a hospital’s “in-house” review is effective. It is expected
that where such “in-house” review is effective this authority would
be exercised by the PSRO. Similarly, a PSRO would be required to
acknowledge and accept for its purposes, review activities of other
medical facilities and organizations, including those internal review
activities of comprehensive prepaid group practice programs such as
the Kaiser Health plans and the Health Insurance Plan (H.I.P.) in
New York to the extent such review activities are effective. In issuing
regulations to assure orderly operation of this procedure of evaluating
in-house review the Secretary would be expected to incorporate reason-
able appeals procedures to aveid any non-professional prejudice or
bias by the PSRO in acceptance or rejection of in-house review. In
order to assure the broadest possible participation in PSRO activities
by physicians in an area, internal review activities will not be accepted
by a PSRO where the physicians of the institution or medical orga-
nization concerned do not participate in the overall review activities
conducted by the PSRO. Thus an institution or medical organization
which is carrying out effective review would bring its desirable ex-
pertise to the benefit of the entire community, to the extent that the
PSRO finds those review activities and experience effectively assist in
fulfilling its overall responsibilities. .

The purpose here is to build upon and encourage improvement in
existing systems of review to the extent those systems are capable of
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assisting in fulfilling the overall responsibilities of a PSRO. Thus
effective review mechanisms would be recognized and encouraged by
the PSRO. Of course, PSRO’s would use this authority carefully. In-
discriminate acceptance of hospital and other review activities would
undoubtedly be reflected in an overall poor performance rating when
a PSRO was measured against other PSRO’s operating in careful
fashion. A poor rating could, in turn, lead to termination and replace-
ment of the negligent PSRO. Where provision of services was disap-
proved by the PSRO, payment. for the services could not be made under
medicare or medicaid (unless the disapproval was reversed in the
course of reconsideration, hearing, or court review). In case of advance
review the institution and the patient alike would know in advance
whether medicare will pay for the health care services being contem-
plated, although denial of certification for admission would not bar
admission of any patient to an institution if his physician desires to
admit him and if the institution accepts his admission. In this regard,
medicare parallels private health insurance where a private policy
issuer might determine that the care proposed or rendered was not
reimbursable under the terms of the policy.

_ Where advance approval by the review organizations for institu-
tional admission was required and provision of the services was
approved by the PSRO, or where and to the extent the PSRO ac-
cepted “in-house” review, such approval would provide the basis for a
presumption of medical necessity for purposes of medicare and medic-
aid benefit payments. However, advance approval of institutional ad-
mission would not preclude a retroactive finding that ancillary services
(not specifically approved in advance) provided during the covered
stay were excessive.

The PSRO, where it has not accepted in-house review in a given
hospital as adequate, would be responsible for reviewing attending
physicians’ certifications of need for continued hospital care beyond
professionally determined regional norms directly related to patients’
age and diagnoses, using criteria such as the types of data developed
by the Commission on Professional and Hospital Activities, which is
sponsored by the American Hospital Association, the American Col-
lege of Physicians, and the American College of Surgeons. Tt is ex-
pected that such certification would generally be required not later
than the point where 50 percent of patients with similar diagnoses and
in the same age groups have usually been discharged. However, it is
recognized that there are situations in which such stays for certain
diagnoses may be quite short in duration. In such situations the PSRO
might decide against requiring certification at or before the expiration
of the period of usual lengths of stay on the grounds that the certifica-
tion would be unproductive; for example. when the usual duration of
stay is two days or less. Certification on the first day of stay might
yield no significant advantage in the review process. This profession-
ally determined time of certification of need for continued care is a
logical checkpoint for the attending physician and is not to be con-
strued as a barrier to further necessary hospital care. Neither should
the use of norms as checkpoints, nor any other activity of the PSRO,
be used to stifle innovative medical practice or procedures. The intent
is not conformism in medical practice—the objective is reasonableness.
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PSRO disapproval of the medical necessity for continued hospital
care beyond the norm for that diagnosis will not mean that the physi-
cian must discharge his patient. The physician’s authority to decide
the date of discharge as well as whether his patient should be admitted
in the first place cannot be and are not taken from him by the PSRO.
The review responsibility of the PSRO is to determine whether the
care should be paid for by medicare and medicaid. By making this
determination in advance, the patient, the institution, and the physi-
cian will all be forewarned of the desirability of making alternative
plans for providing care or financing the care being contemplated.

Similarly, as feasible, out-of-institution norms would be developed
and utilized based upon patterns of actual and proper practice by
physicians. Such norms are available in many areas to an extent today.
It 1s recognized that continuing efforts will need to be made to improve
the scope and comprehensiveness of such norms.

OperaTION OF 4 PSRO

It is expected that a PSRO would operate in a manner which con-
serves and maximizes the productivity of physician review time with-
out unduly imposing on his principal function, the provision of health
care services to his own patients. One way to conserve physician review
time is through automated screening of claims by computers and other
devices used 1n the claims process carried out under review specifica-
tions and parameters set forth by the PSRO. Another way to con-
serve physician time would be through the use of other qualified per-
sonnel such as registered nurses who could, under the direction and
control of PSRO physicians, aid in assuring effective and timely re-
view. And as already pointed out, a third is by utilizing the services of
active and conscientious utilization review committees in hospitals
and in local medical organizations.

It is expected that the Secretary will develop necessary procedures
for coordination between medicald agencies, medicare carriers and
intermediaries and the PSRO’s. To the extent that profiles are pres-
ently maintained by State agencies, carriers and intermediaries, these
would be made available to the PSRO’. Following completion
of the conditional period of PSRO designation the Secretary
would be authorized to waive any control or review activity
required by law which he determines to be unnecessary in view of the
review and control activities assumed by and effectively performed by
a PSRO. Thus, the PSRO activity would be fitted into the medicare-
medicaid process with an eye to efficiency in the system. When a fed-
erally financed system of operation of a PSRO is developed, whether
directly by the PSRO or by contract, that system would be made avail-
able without charge for use by other PSRO’s.

Existing medical organizations, such as the San Joaquin and
Sacramento Medical Foundations in California, and others have
developed patient and practitioner profile forms and approval certifica-
tion and other review methods which may provide the bases for devel-
opment of uniform data gathering and review procedures capable of
being employed in many areas of the Nation. The committee expects
that the Secretary, in conjunction with various medical and other
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organizations, would assist the local professional standards review
organizations through providing them with model operational guides,
forms and methodology descriptions. To the greatest extent possible,
standardized forms and procedures should be utilized by the local
review organizations. Of course, this approach would not preclude
acceptable modification and adaptation to meet local circumstances,
but basic formats should be established for national usage and basic
comparable data for inter-PSRO comparisons should be developed.

It is expected that where economical and efficient computer and
other resources already exist in carriers and intermediaries they would
be utilized to the extent feasible and that operations would be con-
solidated and coordinated wherever possible. In a similar fashion, the
PSRO could use the established communication channels of State and
local medical associations to keep practicing physicians fully in-
formed of review activities.

The committee would stress that the approach recommended does
not envisage Blue Cross or Blue Shield or other insurance organiza-
tions or hospital or medical association review committees, assuming
the review responsibilities for the professional standards review or-
ganizations. Where Blue Cross or Blue Shield or other insurers, or
agencies have existing computer capacity capable of producing the
necessary patient, practitioner, and provider profiles in accordance
with the parameters and other requirements of the PSRO, on an on-
going expeditious and economical basis, it would certainly be appro-
priate to employ that capacity as a basic tool for the professional
standards review organizations; but that mechanism would be em-
ployed essentially to feed computer printouts to the review organiza-
tions which would be responsible for their evaluation. Where it would
facilitate administration, the Secretary could designate a specific car-
rier or intermediary as “lead” carrier or intermediary for purposes of
coordination with PSRO’s in an area. The responsibility for handling
requests for such prior approval of hospital admissions, elective pro-
cedures and services as might be required, as well as the administrative
mechanism for processing such requests, would lie with the PSRO’.
A “lead” carrier or intermediary would not interfere with nor inter-
rupt direct contact between the Secretary and the PSRO’s.

It is expected that PSRO’s would make specific arrangements with
groups representing substantial numbers of dentists for necessary re-
view of dental services.

PSRO’s would be authorized and expected to retain and consult
with other types of health care practitioners such as podiatrists to
assist in reviewing services which their fellow practitioners provide.
However, physicians should not be precluded—in fact they should be
encouraged—to participate in the review of services ordered by phy-
sicians but rendered by other health care practitioners. For example.
physical therapists may be utilized in the review of physical therapy
services, but physicians should determine whether the services should
have been ordered. The PSRO would be responsible for seeing to it
that any arrangement it made was carried out effectively.

Expenses reasonably and necessarily incurred by the PSRO’s, state-
wide councils and advisory groups and the national council would be
borne by the Federal Government. Since overutilization of health serv-
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ices is not restricted to medicare and medicaid but affects private health
insurance as well, the PSRO would be at liberty to provide its review
services to private health insurers provided the additional review ef-
forts do not lower the quality of the medicare-medicaid reviews.
In such a case, there would be a proportionate allocation of costs
between medicare, medicaid, and others served by the review organi-
zation.

Employees of the PSRO would be selected by the organization and
would not be Government employees. Where the Federal Government
has paid for or supplied necessary equipment to the review organiza-
tions, title to such property would remain with the Government.

A PSRO agreement would include provision for orderly transfer
of medicare and medicaid records, data and other materials developed
during the trial period to the Secretary or such successor organization
as he might designate in the event of termination of the initial agree-
ment. Such transfer would involve only those records pertinent to medi-
care and medicaid patients and would be made solely for purposes of
permitting orderly continuity of review activities by a successor
PSRO.

SancrioNs AND LiaBiniry

It is anticipated that in those areas where PSRO’s function effec-
tively, the need for sanctions will be minimal. However, sanctions are
provided under the amendment to deter improper activity.

On the basis of its investigations of situations of possible abuse
identified in its own review or referred to it by the Secretary or his
administrative agents, the PSRO would (after reasonable notice and
opportunity for discussion with the practitioner or provider involved)
recommend to the Secretary appropriate action against persons
responsible for gross or continued overuse of services, for use of serv-
ices in an unnecessarily costly manner, or for inadequate quality of
services and would act to the extent of its authority and influence to
correct. improper activities.

In determining responsibility for overuse of services, uneconomical
use of services or the provision of substandard services, the PSRO
would take into account actual ability of the provider or physician
to control the activities in question.

Where a review organization finds that voluntary and educational
efforts fail to correct or remedy an improper situation with respect
to a practitioner or provider, it would transmit its recommendations
concerning sanctions through the statewide council to the Secretary
of HEW. Protective appeals procedures are afforded to those against
whom sanctions have been recommended. Where he receives such a
recommendation, the Secretary could terminate or suspend medicare
and medicaid payment for the services of the practitioner or provider
involved, or assess an amount reasonably related to the excessive costs
to the programs deriving from the acts or conduct involved—but not
to exceed $5,000 against persons or institutions found to be at fault.
In such cases the practitioner or provider would be granted a hearing
by the Secretary on request and could seek judicial review of the final
determination of the Secretary.

The amendment provides protection from civil liability for those
engaged in required review activities, or who provide information to
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PSRO’s in good faith, for actions taken in the proper performance
of these duties. Activities taken with malice toward a practitioner or
nstitution, or group of practitioners would not be considered action
taken in the proper performance of these duties. In addition, physi-
clans and providers would be exempt from civil liability arising from
adherence to the recommendations of the review organization (where
1t was a physician-sponsored and operated PSRO) provided they ex-
ercise due care in the performance of their functions. The intention
of this provision in the amendment is to remove any inhibition to
proper exercise of PSRO functions, or the following by practitioners
and providers, of standards and norms recommended by the review
organization. Thus, a physician following practices which fall within
the scope of those recommended by 2 PSRO would not be liable, in the
absence of negligence in other respects for having done so.

Failure to order or provide care in accordance with the norms em-
ployed by the PSRO is not intended to create a legal presumption of
liability.

The exemptions from civil liability would apply to a range of
patterns which fall within the scope of the norm, to the extent that
such a range is considered acceptable by the PSRO in accordance with
regulations of the Secretary. For example, the usual length of stay for
a given illness might be 6 days, but an individual practitioner might
only hospitalize his patient for 4 days. In this case the doctor
might be motivated to keep his patient in the hospital for an extra
2 days to assure himself of exemption from liability. However, as
described above, the PSRO could approve a range of norms, each of
which was considered medically acceptable by the PSRO, which could
encompass a hospital stay of 4 days as being sufficient. It is not
intended, however, that this protection preclude the liability of any
person who is negligent in performing PSRO functions or who mis-
applies or causes to be misapplied the professional standards promul-
gated by a review organization.

A physician or provider should not be relieved of responsibility
where standards or norms are followed in an inappropriate manner
or where an incorrect recommendation by the PSRO is induced
through provision of erroneous or incomplete information.

Objective and impartial review must be provided by a PSRO if
it is to be effective and respected. Malice, vendettas, or other arbitrary
and discriminatory practices or policies are by definition “nonprofes-
sional,” and in the unlikely event of such occurrences the Secretary
is expected to promptly act to terminate the contract with the orga-
nization involved unless it immediately undertakes voluntary cor-
rective measures.

Hzearings, REVIEW AND WAIvER oF LiaBILITY

A medicare beneficiary, medicaid recipient, provider of services or
health care practitioner who was dissatisfied with a determination by
a PSRO under this provision would be entitled to reconsideration of
the determination by the PSRO; where the matter in controversy is
$100 or more the reconsideration would be subject to review, on ap-
peal, by a State Professional Standards Review Council or by the Sec-
retary. Where the amount in question exceeded $1,000, the Secretary’s
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final decision would be subject to judicial review..A review or appeal
proceeding under the PSRO provision would be in lieu of any other
review ungler the Social Security Act with respect to the same 1ssue.

Generally, where the PSRO disapproved items or services furnished
under medicare and medicaid, payment for such items and services
could not be made by these programs. However, provision 15 made for
the Secretary to make payment for disapproved items and services
where he defermined that a claimant was without fault with respect
to the provision of items or services. This provision is needed to pre-
vent making individuals liable for payment for the disapproved serv-
ices when tl%ey accepted the services under the impression they would
be paid for by medicare or medicaid.

StaTE AND NATIONAL ORGANIZATIONS

Under the amendment statewide professional standards review
councils (and an advisory group to each council) would be established
in States which have three or more PSRO’. A council would consist
of one representative from each PSRO, two physicians designated
by the State medical society, two physicians designated by the State
hospital association, and four persons, knowledgeable in health care,
selected by the Secretary as public representatives. Two of the public
representatives would be selected from nominees recommended by the
Governor of the State.

A statewide council would serve to coordinate the activities of the
PSRO’s within the State, disseminate information and other data to
them and review the overall effectiveness of each of the PSRO’s
operations. The council would be advised and assisted in its activities
by an advisory group conmsisting of representatives of health care
practitioners (other than physicians) and health care institutions.

Completing the structure, a national professional standards review
council would be established. That council would consist of 11 physi-
cians of recognized standing and distinction in the review of medical
practice who would be appointed by the Secretary. A majority of the
members would be selected from nominees of national organizations
representing practicing physicians. The council would also include
physicians nominated by consumer groups and other health care inter-
ests such as hospitals. The national council would arrange for the col-
lection and distribution of data and other information useful to the
statewide and local professional standards review organizations; par-
ticularly, norms of care employed in various geographic or medical
service areas and various methods of utilizing and applying those
norms. The national council would also report regularly to the Secre-
tary and to the Congress on the overall and area-by-area effectiveness
of the review program and offer such recommendations as it might
have for improvement of the program.

RoLE oF THE INSPECTOR GENERAL

Properly cstablished and properly implemented throughout the
Nation, professional standards review mechanisms can help relieve
the tremendous strain which soaring health costs are placing upon the
entire population. Emphasis, wherever possible, upon the provision of
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necessary care on an outpatient rather than inpatient basis could
operate to reduce need for new construction of costly hospital facilities.
Hospital bed need would be further reduced by reductions in lengths
of hospital stay and avoidance of admission for unnecessary or avoid-
able hospitalization.

. To be effective, the PSRO provisions will require full and forth-
right implementation. Equivocation, hesitance, and half-hearted com-
pliance will negate the intended results from delegation, with appro-
priate public interest safeguards, of primary responsibility for pro-
fessional review to nongovernmental physicians. For these reasons,
the committee expects that the Inspector General for Health Admin-
istration (whose office is established under another amendment) will
give special attention to monitoring and observing the establishment
and operation of the PSRO’s to assure conformance and compliance
with congressional intent.

Coverage of Certain Maintenance Drugs Under Medicare

(Sec. 215 of the bill)

Backerouxn

The committee added an amendment to the House bill which would
provide coverage of certain maintenance drugs under part A of medi-
care. Medicare presently covers the cost of drugs given to an inpatient
in a hospital or extended care facility, but does not, however, pay for
prescription drugs on an outpatient basis.

Beneficiaries and others have frequently indicated the lack of cover-
age for outpatient drugs as the most significant gap in the medicare
benefit structure. Prescription drug expenses account for a large
part of the health expenses of older people. More important, per-
haps, than the fact that drugs represent a large out-of-pocket expense
for the elderly is that this expense is distributed unevenly among the
elderly. Those with chronic illnesses such as heart or respiratory
diseases are often faced with recurring drug expenses and many of
these drugs are critical to the survival of these chronically ill patients.
As a result, the elderly with chronic illnesses have, on the average,
prescription drug expenditures nearly three times as high as those
without chronic illnesses.

The committee believes that an outpatient prescription drug benefit
is the most. important and logical benefit addition to the Medicare pro-
gram. However, the committee was quite concerned with the cost and
administrative problems associated with proposals to cover all out-
patient prescription drugs under medicare. Covering all drugs for the
aged and disabled, with a $1 copayment, was estimated by the Social
Security Administration to cost about $2.6 billion. In addition, the
administrative burden of covering all drugs would be enormous since
the program would have to deal with millions of small prescriptions,
and the utilization controls to assure that prescriptions reimbursed
under medicare were reasonable and necessary and used only by bene-
ficiaries, would be quite cumbersome.

In studying the problems posed with respect to establishing an out-
patient drugs benefit, the committee concluded that the problems could
in large part be surmounted by an approach which focused on provid-
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ing specified drugs which are necessary for the treatment of the most
common crippling or life-threatening chronic diseases of the elderly.
This approach would have four advantages: (1) It would result in the
medicare dollar being targeted toward patients with chronic diseases
who need drugs on a continuing basis for a lengthy period of time;
(2) it would substantially simplify administration of a drugs bene-
fit; (3) it would incorporate almost self-policing utilization con-
trols at a relatively low administrative cost, since the program would
involve only a relatively small number of drug entities and the neces-
sity for these drugs would be comparatively easy to establish; and (4)
this approach would substantially lower the cost of providing a drugs
benefit. The cost of the amendment is estimated at $740 million for
the first full year beginning July 1, 1973.

The committee approach is consistent with the recommendation of
the Task Force on Drugs of the Department of Health, Education,
and Welfare. The Task Force, in accordance with the Social Security
Amendments of 1967, undertook many months of study concerning
the appropriateness and possible methods of covering drugs under
medicare. In their final report, issued in February 1969, the Task
Force stated :

“Available data on drug use by the elderly support the
hypothesis that coverage of only those drugs which are im-
portant for the treatment of chronic illness among the
elderly, and which usually are required on a continuing or
recurring basis, would concentrate the protection provided
by a drug program where it is most clearly needed.”

After reviewing the relative advantages of this approach, the Task
Force recommended :

“In order to achieve maximum benefits with whatever funds
may be available, and to give maximum help to those of the
elderly whose drug needs are the most burdensome, the Task
Force finds that particular consideration should be given to
providing coverage at the outset mainly for those prescription
drugs which are most likely to be essential in the treatment of
serious long-term illness.”

The committee commends the Task Force for its exhaustive and
definitive efforts and agrees with its recommendation.

SumMMarRY oF COMMITTEE AMENDMENT

Basically, the committee amendment would cover specific drugs
necessary for the treatment of the many crippling or life-threatening
diseases of the elderly with the beneficiary subject to a copayment of
%1 per preseription.

The chronic illnesses covered under the amendment were carefully
chesen. The Task Force on Prescription Drugs issued a voluminous
study containing extensive data with respect to drug utilization among
the elderly. The table below, taken from the Task Force report, lists
the more common chronic illnesses of the elderly, in order of the num-
her of prescriptions related to each condition.
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DESCENDING ORDER FOR NUMBER OF PRESCRIPTIONS USED IN TREATMENT
OF ILLNESSES AMONG THE AGED

[Excluding mental conditions, gastrointestinal disorders, chronic skin diseases

and anemia]
Number of Rx's
Diagnosed Conditions in thousands
Heart . 46,512
High blood pressure. 19,681
Arthritis and rheumatism 17,343
Genito-urinary conditions. 9,127
Diabetes .._....... 8,085
Colds, coughs, throat conditions and influenza * .. 7,504

Other disorders of circulatory system.
Injuries and adverse reactions ...

Neoplasm - .
Eye ...
Emphysema
Asthma and hay fever
Other respiratory conditions. .
Sinus and bronchial conditions......_..._........_..... .. ...
Ear
Pneumonia
Thyroid

1 Not included in
for prescriptions.

The amendment would cover serious chronic conditions necessitat-
ing long-term drug treatment with the exception of mental and
nervous conditions, chronic skin disease, anemia, and gastrointestinal
disorders. These diagnoses are excepted because many of the dru,
used in their treatment (for example, tranquilizers, antacids, anti-
spasmodics, antidiarrheals, vitamins, iron, and skin ointments) are
drugs which are also used by many people for general reasons and
are, therefore, difficult to confine to appropriate usage by beneficiaries
only (for example, they could be acquired for use by nonbeneficiaries)
as opposed to drugs such as insulin or digitalis which are almost in-
variably used only by those who have a specific need for them. In addi-
tion, concern has been expressed that coverage of the “major” tran-
quilizers used in the treatment of mental illnesses might encourage
over-prescribing of potent tranquilizers for older people.

The amendment would further limit coverage to only certain drugs
used in the treatment of covered conditions. In other words, people
with chronic heart disease often use digitalis drugs to strengthen their
heartbeat, anticoagulant drugs to reduce the danger of blood clots and
other drugs to lower their blood pressure. These types of drugs would
be covered under the amendment as they are necessary in the treatment
of the heart condition and they are not types of drugs generally used
by people without heart conditions. However, other drugs which might
be used by those with chronic heart conditions (such as sedatives, tran-
quilizers and vitamins) would not be covered as they are drugs which
are generally less expensive, less critical in treatment and much more
difficult to handle administratively, as many patients without chronic
heart disease may also utilize these types of medications.

The provision is designed to establish a basis for coverage of drugs
capable of administration at reasonable cost. In this form and scope

of generally short-term nature of condition and need
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it is an approach capable of providing significant help and of allowing
for orderly future expansion if that were later decided.

It is expected that the Formulary Committee will study the prob-
lems related to the question of possible medicare coverage of drugs
used in the treatment of mental illness with particular attention to
development of means of assuring appropriate usage of such drugs.
The Formulary Committee would submit to the Congress, through the
Secretary, a report concerning its findings, conclusions and recom-
mendations with respect to this matter.

EviciBiLiry

All persons covered under part A of medicare would be eligible for
the new outpatient drugs benefit. Under the provision, the drugs cov-
ered are necessary in the treatment of the following conditions:

Diabetes Gout

High blood pressure Tuberculosis

Chronic cardiovascular Glaucoma
disease Thyroid disease

Chronic respiratory disease Cancer

Chronic kidney disease Epilepsy

Arthritis and Rheumatism  Parkinsonism
Myasthenia gravis

The fact that the patient needs the drug would indicate that he
suffers from one of the above illnesses. Thus generally the existence of
a specific chronic illness would not have to be established in connection
with the application for payment for the prescription.

BeNEFITS

The covered drug therapeutic categories are as follows:

Andrenocorticoids Cardiotonics
Anti-anginals Cholinesterase inhibitors
Anti-archythmics Diuretics
Anti-coagulants Gout suppressants
Anti-convulsants Hypoglycemics
(excluding phenobarbital) Miotics
Anti-hypertensives Thyroid hormones
Anti-neoplastics Tuberculostatics

Anti-Parkinsonism agents
Anti-rheumatics
Bronchodilators

Within these categories, eligible drugs would be those prescription
drug entitics which are included by dosage form and strength in the
Medicare Formulary described below. The amendment would exclude
drugs not requiring a physician's prescription (except for insulin),
drugs such as antibiotics which are generally used for a short period
of time and drugs such as tranquilizers and sedatives which may be
used not only by beneficiaries suffering from serious chronic illnesses,
but also by many other persons as well. Beneficiaries would incur a $1
copayment obligation for each prescription. They would also be
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obliged to pay any charges in excess of the product price component of
the reasonable allowances where a higher-priced product of a drug
included in the Formulary was prescribed and where the allowances
were based upon generally available lower cost products (see “reason-
able allowance” below). Payment under this program would not be
made for drugs supplied to beneficiaries who are inpatients in a hos-
pital or skilled nursing facility because their drugs are already cov-
ered under medicare.

FormurLary COMMITTEE

To assure rational and professional control over the drugs covered
and the cost of the drugs benefit, and to assure that funds are being
targeted toward the most necessary drug entities within each covered
therapeutic category, a Medicare Formulary would be established.

The Formulary would be compiled by a committee consisting of
five members, a majority of whom would be physicians. The members
would include the Commissioner of Food and Drugs and four individ-
uals of recognized professional standing and distinction in the fields
of medicine, pharmacology or pharmacy who are not otherwise em-
ployed by the Federal Government and who do not have a direct or in-
direct financial interest in the economic aspects of the committee’s deci-
sions. Members would be appointed by the Secretary for 5-year stag-
gered terms and would not be eligible to serve continuously for more
than two terms. The Chairman would be elected by and from the public
members for renewable one-year terms.

It is expected that appointees to the Formulary Committee will
have the stature and expertise to assure objective effort and informed
decision-making of a level engendering public and professional con-
fidence in their integrity and judgment.

The Formulary (%ommittee would be authorized, with the approval
of the Secretary, to engage or contract for such reasonable technical
assistance as it determined it might need from time to time to enhance
its capacity for judgment concerning inclusion of drugs in the Formu-
lary. This could include utilizing the services of the committees and
technical staff of the official compendia (the United States Pharma-
copeia and the National Formulary). The committee expects that such
contracting would be undertaken on a limited ad hoc basis, and will
be used to supplement, as necessary, the services available within the
Department.

The Formulary Committee’s primary responsibility would be to
compile, publish, and revise periodically a Medicare Formulary which
would contain a listing of the drug entities (and dosage forms and
strengths) within the therapeutic categories covered by the program
which, based upon its professional judgment, the committee finds neces-
sary for proper patient care, taking into account other drug entities
included 1n the Formulary. To aid fully its consideration as to whether
a drug entity should be included in the Formulary, the Formulary
Committee would be authorized to obtain any records pertaining to a
drug which were available to any other department or agency of the
Federal Government and to request of suppliers of drugs and other
knowledgeable persons or organizations pertinent information concern-
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ing the drug. The committee would be authorized to establish pro-
cedures which it might require to determine the appropriateness of
including or excluding a given drug from the Formulary. . .

The Formulary Committee would exercise utmost care in main-
taining the confidentiality of any material of a confidential nature
made available to it.

For purposes of inclusion in or exclusion from the Formulary of any
drug entity (in a given dosage form and strength), the principal
factors to be taken into account by the committee would be: (1) Clini-
cal equivalence, in the case of the same dosage forms in the same
strength of the same drug entity; and (2) relative therapeutic value
in the case of similar or dissimilar drug entities in the same thera-
peutic category. The price of a drug entity would not be a considera-
tion in the judgment of the Formulary Committee.

In considering which drug entities and strengths, and dosage forms,
to include in the Medicare Formulary, the Formulary Committee is
expected, on the basis of its professional and scientific analysis of
available information, to exclude such drugs as it determines are not
necessary for proper patient care taking into account those drugs (or
strengths and dosage forms) which are included in the Formulary.

For example, in their consideration of drug entities in the therapeutic
category known as anti-anginals, a therapeutic category included in
the covered categories, the Formulary Committee would be expected
to take into account professional appraisals such as the following
which appears in “Drug Evaluations—1971,” an authoritative publica-
tion of the American Medical Association:

“The effectiveness of the short-acting agents, such as nitro-
glycerin and amyl nitrite, has been established through many
years of use. * ¥ * The oral administration of the so-called
‘long-acting nitrates e.g., pentaerythritol tetranitrate, . .
erythrityl tetranitrate, . . . isosorbide-dinitrate, as well as
some preparations of nitroglycerin are alleged to reduce the
number of episodes and the severity of the pain of angina
pectoris. The effectiveness of these agents is even more diffi-
cult to determine than that of the short-acting nitrates, and
thus the beneficial value of their long-term use is contro-
versial. * * * Thus, it cannot be concluded that the long act-
ing nitrates are of definite therapeutic value for prolonged
use.
“Many products are available that contain a mixture of
antianginal agents or an antianginal agent with a sedative or
other drug(s); however, none of these fixed-dose combina-
tions is rational. There is no evidence that a combination of
antianginal agents has any advantage over the individual
agents and, if more than one type of drug is needed, they
should be prescribed separately.”

The above quotation is illustrative of the type of source and infor-
mation to which the Formulary Committee is anticipated to give seri-
ous consideration and weight in determining those drug entities (and
dosage forms and strengths) which are reasonably appropriate as eli-
gible drugs for purposes of medicare reimbursement.
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Prior to removing any drug entity (or a particular dosage form
or strength) from the Formulary, the committee would afford reason-
able opportunity for a hearing on the matter to persons engaged in
manufacturing or supplying the drug involved. Similarly, any person
manufacturing or supplying a drug entity not included in the Formu-
lary, but which he believed to possess the requisite qualities for inclu-
sion, could petition the committee for consideration of the inclusion of
his drug and, if the petition was denied, might, at the discretion of the
committee, upon reasonable showing to the Formulary Committee of
ground for a hearing, be afforded a hearing on the matter.

In addition to the list of drug entities included in the Formulary,
the Formulary would also include a listing of the prices (generally
the average wholesale prices) at which the various products of the
cérug entities are usually sold by suppliers to establishments dispensing

rugs.

_The Formulary Committee would be solely responsible for profes-
sional judgment as to which drug entities (and dosage forms or
strengths) are included in the Formulary. The Secretary would not
be involved in the making of those professional determinations.

REIMBURSEMENT

Reimbursement would be based, generally, on the average wholesale
price at which the prescribed product of the drug entity included in the
Formulary is sold to pharmacies plus a professional fee or other
dispensing charges, except that reimbursement could not exceed an
amount which, when added to the copayment required of the bene-
ficiary, exceeded the actual customary charge at which the dispenser
sells the preseription to the general public.

Both components of the reimbursement would be subject to overall
limitations just as medicare’s reimbursement to physicians, hospitals
and other suppliers is subject to overall limitations. The professional
fee or other dispensing charge would not be recognized for medicare
reimbursement purposes to the extent that it was in excess of the
75th percentile of fees or charges for other pharmacies in the same
census region. In establishing the 75th percentile limit in an area
where some pharmacies use one system of calculation and others use a
different system, it is the intent that the 75th percentile of charges be
calculated independently for the two systems only where a substantial
number of pharmacists in an area used each of the methods of charg-
ing for dispensing costs. Otherwise, use of the percentile would have
the result that a scattering of pharmacists using a given form could set
their own limit which might not be reasonable in relation to the usual
practices in a community. In order to avoid this undesirable effect,
where only a few pharmacists in an area used a given form of dispens-
ing charge, the limit on this charge would normally be set at a level
essentially equivalent to the 75th percentile for the form of dispensing
charge most frequently used by pharmacists in an area. In determin-
ing the 75th percentile, pharmacies with a lesser volume of prescrip-
tion business would be compared with each other and all larger volume
pharmacies would be similarly com%)ared with each other.

Increases in the prevailing professicnal fees or other dispensing
charges would be recognized in a manner similar to recognition of
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increases in prevailing physicians’ fees. That is to say, increases in pre-
vailing fees or dispensing charges could be recognized (not more than
annually) up to limits established for program purposes by factors
based upon changes in costs of doing business and average earnings
levels in an area during a given period of time. A given pharmacy
could change from a professional fee to another dispensing charge
basis or vice versa, but for program reimbursement purposes the net
effect of such change should be neutral.

Program payment for the drug entity (in given dosage forms and
strengths) would be limited to reasonable allowances determined by
the Secretary on the basis of the average wholesale prices at which the
various products of the drug entity (in a given dosage form and
strength) are commonly sold to pharmacies in a region plus the pro-
fessional fee or dispensing charge. The beneficiary would be obligated
to pay $1 of the reasonable allowance. If there was only one supplier
of a drug entity, the price at which it was generally sold (plus the fee
or dispensing charge) would represent the reasonable allowance. If,
however, several products of the Erug (in the same strength and dosage
form) were generally available, reasonable allowances would be estab-
lished which would encompass the lower priced products which were
generally available and sold to pharmacies in a region. The number of
Iower priced products selected would stop at the point where reason-
able availability of the drug entity is assured. In the latter case, other
products of the drug entity (in the covered dosage form and strength)
could also be reimbursable—even though not specifically included in
the range of lower-priced products—where the average wholesale
price of any such product was at or below the point used %y the Secre-
tary in establishing a reasonable allowance. This procedure avoids the
problem of having to list every eligible drug product falling within
the range of acceptable supplier prices in order for it to be re-
imbursable.

Products of a drug entity included in the Formulary which are
priced above the highest reasonable allowance would be reimbursable
but only to the extent of the highest reasonable allowance. The bene-
ficiary would be obligated to pay the excess cost.

There would be three circumstances under which the program pay-
ment for a prescription could exceed reasonable allowances. First, if
the supplier of a given drug product (of a drug entity in a strength
and dosage form included in the Formulary) can demonstrate to the
Formulary Committee that his product possesses distinct therapeutic
advantages over other products (of the same dosage form and
strength) of that drug entity, then the reasonable allowance for that
drug product would be based upon the price at which it was generally
sold to pharmacies. Second, where the Formulary Committee believed
there was legitimate question concerning the clinical equivalency of
the various products of different suppliers of a covered drug entity
(or of given dosage forms and strengths) the Formulary Committee
would be expected to list all of the products of the covered drug entity
(in the dosage forms and strengths in question) so as to provide the
prescriber with complete discretion until such time as the matter was
resolved. Thus, the reasonable allowance would be based wpon the rea-
sonable customary price to the pharmacy for the product prescribed by
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the physician in such cases. Third, if the physician felt in a specific
instance that a particular manufacturer’s product of a drug entity
included in the Formulary, but which was priced above the highest
product price component of the reasonable allowance, provides su-
perior therapy to his patient and if he prescribes that product in his
own handwriting by its established name and the name of its supplier,
the reasonable allowance for the product would be based upon the
price at which it was generally sold to pharmacies. Thus, a physician’'s
reasonable discretion to prescribe a particular product of a drug entity
included in the Formulary would be accommodated. In such cases,
however, the reasonable allowance would not be greater than the actual
usual or customary charge at which the pharmacy sells that particular
drug product to the general public. The committee expects that these
unusual prescribing situations will occur in only a small percent of
cases, and this procedure would not negate the overall medicare re-
quirement that services be reasonable and necessary. The Professional
Standards Review Organizations (or, in the absence of a PSRO, other
appropriate professional review), would be available to routinely re-
view prescribing practices.

In circumstances other than those described above, where the cost
of the drug product prescribed by the physician exceeds the highest
product price component of the reasonable allowance, the beneficiary
would be liable for charges to the extent of this excess including any
related dispensing fec or charge.

Ordinarily, however, the beneficiary’s obligation would be $1 per
prescription, with the program paying the balance to the pharmacy.

Reimbursement to providers participating under medicare for
other than the drugs program (such as hospitals) would be made on
the regular reasonable costs basis.

In the case of insulin, reimbursement would be made to a phar-
macy for its reasonable, usual and customary charge to the general
public, plus a reasonable billing allowance less the #1 copayment.

Reimbursement would generally be made only to participating
pharmacies. The exception would be that payment may be made
for covered drugs dispensed by a physician where the Secretary de-
termines that the drug was required in an emergency or that no
pharmacy was reasonably available in the area.

ParricieaTING Prarmactes

As mentioned above, reimbursement under this program would be
limited to participating pharmacies. No prograun reimbursement would
be made either to the bencficiary or to a pharmacy where the preserip-
tion was dispensed by a non-participating pharmacy. The use of par-
ticipating pharmacies would substantially decrease the administrative
costs of the program. as participating pharmacies would generally
submit batches of prescriptions and the program would not need to
reimburse individual beneficiaries on a prohibitively costly prescrip-
tion-by-prescription basis.

Such pharmacies would have to be licensed (where required) in
the State in which they operate and would have to meet conditions
of participation established by the Secretary of Health, Education,
and Welfare. Participating pharmacies would file with the Secretary
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a statement of their professional fee or dispensing charges (including
minimum charges) as of June 1, 1972, so that the Secretary coul
determine the initial prevailing fee or charges in the census region for
purposes of calculating reasonable allowances.

Participating pharmacies would agree to accept medicare reim-
bursement as payment in full and would further agree not to charge
the beneficiary more than $1 copayment (except to the extent that a
product prescribed by a physician was one whose cost exceeded the
reasonable allowance).

The participating pharmacy would be paid directly by medicare
on a prompt and timely basis with respect to eligible prescriptions
submitted. The prescriptions from each pharmacy would be audited
from time to time, on a sample basis to assure compliance with pro-
gram requirements.

ADMINISTRATION

The committee amendment has been structured in such a way as
to simplify and facilitate provision of and payment for benefits.

However, the committee has chosen not to specify «u particular
method or mold of administration. Because this is a new benefit, it
is difficult to forecast which methods or organizational structures
might most suitably implement the committee’s intent that the drugs
benefit be administered 1n the most efficient, expeditious and economi-
cal fashion. Fulfillment of the committee’s intent would not neces-
sarily entail uniform organization and procedures in each region. The
Secretary could find that different means of administration in differ-
ent regions or areas were appropriate in achieving the administrative
objectives of the committee.

Inspector General for Health Administration

(Sec. 216 of the bill)

Based upon its years of inquiry and extensive examination of the
medicare and medicaid programs, the committee found that these pro-
grams have suffered from the lack of a dynamic and ongoing mecha-
nism with specific responsibility for continuing review of medicare
and medicaid in terms of the effectiveness of program operations and
compliance with congressional intent.

While the Comptroller General and the Department of Health,
Education, and Welfare’s Audit Agency have done some valuable and
helpful work along the above lines, there is a pronounced need for
vigorous day-to-day and month-to-month monitoring of these pro-
grams, conducted by a unit relatively free of constant pressures from
various nonpublic interests at a level which can promptly call the
attention of the Secretary and the Congress to important problems and
which is charged with authority to remedy such problems in timely,
effective, and fully responsible fashion.

To achieve the above objectives, the committee has approved an
amendment which would establish an Office of Inspector General for
Health Administration in the Department of Health, Education, and
Welfare. The amendment is similar to the amendment approved by
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tshe cgmmittee in 1970 and included in H.R. 17550 as passed by the
enate.

The responsibilities and role envisaged for the Inspector General
for Health Administration are essentia?ly patterned after the success-
ful approach employed in the Agency for International Development
and the investigative and reporting responsibilities, with respect to
congressional requests, required of the U.S. Tariff Commission.

The Inspector General would be provided with authority sufficient
to assure that medicare and medicaid function as Congress mtends.

He would be appointed or reappointed by the President with the
consent of the Senate for a term of 6 years. A Deputy Inspector
General and such additional personnel as are necessary fo carry out
the functions of the Inspector General’s office are also authorized.

The Inspector General is to report directly to the Secretary of HEW
and in carrying out his responsibilities he 1s not to be under the con-
trol of, or subject to supervision by, any officer of HEW other than
the Secretary.

The Inspector General will have the duty and responsibility of
arranging, conducting, or directing reviews, investigations, inspections,
and audits of medicare, medicaid, and any other programs of health
care established under the Social Security Act as he considers neces-
sary for determining—

(a) Efficiency and economy of administration;

(5) Consonance with provisions of law; and

(¢) The attainment of the objectives and purposes for which
the provisions of law were enacted.

He will be required to maintain continuous observation and review
of the pro%rams to determine the extent to which they comply with
applicable laws and regulations and to evaluate the extent to which
the programs attain the legislative objectives and purposes. The Inspec-
tor General is to make recommendations for correction of deficiencies
or for improving the organization, plans, procedures, or administration
of the health care programs.

In carrying out his duties, the Inspector General will have access to
all records, reports, audits, reviews, documents, papers, recommenda-
tions, or other material of or available to the Department of Health.,
Education, and Welfare which relate to the health care programs, The
head of any Federal department, agency, bureau. office, et cetera, and
the head of any State agency administrating an approved medicaid
plan would also, upon his request, provide any information which the
Inspector General determines would assist in the carrying out of his
responsibilities.

The Inspector General will have authority to suspend (upon at least
30 days’ notice to the Secretary) any regulation, practice, or procedure
employed in the administration of any of the health care programs if
he determines (as a result of any study, investigation, review, or audit)
that the suspension will promote efficiency and economy in the admin-
istration of the program, or that the regulation, practice, or procedure
involved is contrary to or does not carry out the objectives and purposes
of applicable provisions of law. Any suspension would remain in effect
until an order of reinstatement was issued by the Inspector General
except that the Secretary might, at any time prior to or after any such
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suspension. .

When the Inspector General issued any order of suspension or
reinstatement, he would promptly notify the Committee on Ways
and Means of the House of Representatives, the Committee on Fi-
nance of the Senate and, in the case of an order relating to a State
medicaid plan, the Governor or other chief executive officer of the
State, of the order, and submit to them information explaining the
reasons for suspension or lifting of suspension, Where the Secretary
terminates an order of suspension issued by the Inspector General,
he is required also to submit an explanation of his reasons to the two
committees.

‘Where the Inspector General issues an order suspending any State
regulation, practice, or procedure regarding its approved medicaid
plan, and the State fails to comply with the order, the amount of
Federal medicaid payment due the State during the period it so fails
to comply will be reduced by an amount equal to the excess of the
Federal medicaid funds payable to the State during the period it so
fails to comply over the amount of Federal funds payable to the State
if it had complied with the order.

The Inspector General could submit to the Committees on Ways and
Means and Finance such reports relating to his activities as he deemed
appropriate. He would, upon the request of either committee for any
information, study, or investigation relating to, or within his responsi-
bilities, cause such information to be furnished and such study or inves-
tigation to be undertaken.

his new office, with lines of communication direct to the Secretary
of the Department and to the concerned committees of Congress, will
make a major—and badly needed—contribution to the efficiency of
the massive Federal health programs reflected in the medicare and
medicaid statutes.

Expenses of the Inspector General are authorized in such amounts
as are necessary to carry out the purposes of the amendment with
the Secretary of HEW allocating proportions of the total amount
to the various health care programs and trust funds involved.

The Inspector General may make confidential expenditures of up to
$50,000 in any fiscal year, except that not more than $2,000 may
ever be paid with respect to any one individual. He would submit an
annual confidential report of any such expenditures to the Committee
on Finance and to the Committee on Ways and Means.
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Medicaid Coverage of Mentally Ill Children
(Sec.299B of the bill)

Under present medicaid law, reimbursement for inpatient care of
individuals in institutions for mental diseases is limited to those other-
wise eligible individuals who are 65 years of age or older.

Matching for outpatient care for mentally ill children, as well as
needy adults, is currently available under title XIX. The committee
supports use of these funds where appropriate, and believes that out-
patient treatment in the patient’s own community should be used wher-
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ever possible. However, in some cases, inpatient care in an institution
for mental diseases is necessary.

The committee amendment would therefore authorize Federal
matching under medicaid for eligible children, age 21 or under, receiv-
ing active care and treatment for mental diseases in an accredited
medical institution. The definitions of active care and treatment in
accredited mental institutions are those applicable to psychiatric insti-
tutional care under the medicare program. An appropriate “mainte-
nance of effort” provision is included to assure that the new Federal
dollars are utilized to improve and expand treatment of mentally-ill
children.

The committee believes that the nation cannot make a more com-
passionate or better investment in medicaid than this effort to restore
mentally ill children to a point where they may very well be capable
of rejoining and contributing to society as active and constructive
citizens.

The committee also believes that the potential social and economic
benefits of extending medicaid inpatient mental hospital coverage to
mentally ill persons between the ages of 21 and 65 deserves to be
evaluated and has therefore authorized demonstration projects for this
purpose.

The amendment is effective January 1,1973.

Uniform Standards for Skilled Nursing Facilities Under
Medicare and Medicaid

(Sec. 246 of the bill)

Under current law, skilled nursing *acilities wishing to participate
in both the medicare and medicaid programs are subject to similar con-
ditions of participation although there are differences in the way reg-
ulations governing participation in the two programs are interpreted
and applied from State to State.

While the emphasis of the care in skilled nursing facilities covered
under the two programs differs somewhat-—medicare focusing on the
short-term care patient and medicaid on the long-term care patient—
patients in these facilities intended to be covered under both plans
require the availability of essentially the same types of services and
are often in the same institution. Indeed, not infrequently, after ex-
piration of medicare benefits, the patient may remain in the same
facility—even in the same room—continuing on as a medicaid
recipient.

Because of the substantial similarities in the services required of
skilled nursing facilities under the two programs, the existence of
separate requirements (which may differ only slightly) and separate
certification processes for determining institutional eligibility to par-
ticipate in either program is both administratively cumbersome and
unnecessarily expensive. The same facility is more often than not ap-
proved to provide care under both medicare and medicaid. The com-
mittee believes therefore that it would be desirable to apply a single
set of requirements to skilled nursing facilities under both medicare
and medicaid.
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The committee amendment provides for a single definition (skilled
nursing facility) and a single set of requirements for the skilled nurs-
ing home and the extended care facility. The definition would incor-
porate the best features of the medicaid and medicare requirements.
The amendment would further provide that facilities which satisfy
the new definition of “skilled nursing facility” under one program
shall be eligible to participate in the other provided it agreed to con-
tract terms. The amendment would incorporate the present medicare
definition and requirements for an extended care facility and would
add the following three requirements:

(a) That it supply full and complete information as to the
identity of each person having (directly or indirectly) an
ownership interest of 10 percent or more in such facility; in
case a facility is organized as a corporation, of each officer
and director of the corporation; and in case a facility is or-
ganized as a partnership, of each partner; and promptly
report any change which would affect the current accuracy
of the information so required to be supplied;

(b) That it cooperate in an effective program of independ-
ent medical evaluation and audit of the patients in the
facility ;

(¢) That it meet such provisions of the Life Safety Code of
the National Fire Protection Association (21st edition, 1967)
as are applicable to nursing homes: except that the Secretary
may waive, for such periods as he deems appropriate, specific
provisions of such Code which if rigidly applied would result
In unreasonable hardship upon a nursing facility, but only if
such waiver will not adversely affect the health and safety of
the patients.

A single consolidated survey would be performed at least every 12
months to determine a facility’s qualifications for both medicare and
medicaid.

The committee’s amendment is not intended to result in any dilution
or weakening of standards for skilled nursing facilities. As at present,
a State may continue to require higher standards of skilled nursing
facilities than those mandated by Federal statute and regulation.
Where a State imposes additional requirements in its own ri ﬁ then,
as under the present section 1863, those standards would appfy to both
medicare and medicaid skilled nursing facilities in the State.

This amendment incorporates the general thrust of an amendment
previously developed by the committee and included in H.R. 17550.

The amendment is effective July 1, 1973.

Definition of Care in Skilled Nursing Facilities
(Sec. 247 of the bill)

The committee bill contains a provision which would conform the
definition and the participation standards for skilled nursing facili-
ties under medicare and medicaid. A common definition-of-care re-
quirement under medicare and medicaid to assure that the benefits gre
payable on behalf of those types of patients who can best utilize the
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skilled types of services available in such institutions would be con-
sistent with the role these skilled nursing facilities should play in
medical care.

The committee bill would establish a single common definition of
care requirements for extended care services under medicare and skilled
nursing services under medicaid as follows: Services provided directly
by or requiring the supervision of skilled nursing personnel, or skilled
rehabilitation services, which the patient needs on a daily basis, and
which as a practical matter can only be provided in a skilled nursing
facility on an inpatient basis.

Skilled nursing services include: assessment of the total needs of
the patient, planning and management of a patient care plan, obser-
vation and monitoring of the patient’s responses to care and treatment,
and rendering or supervising the rendering of direct services to the
patient where the ability to provide the services or supervise the pro-
vision of the services requires specialized training.

_Services such as help in walking and getting in and out of bed, as-
sistance in bathing, dressing, feeding and using the toilet, preparation
of special diets, and supervision of medication which can usually be
self-administered and -‘which does not require the continuing attention
of trained paramedical personnel, would not be included as skilled
nursing services. Of course, if a patient needed a variety of unskilled
services on a regular daily basis, that patient could, nonetheless, be
considered a skilled care patient if the planning and overseeing of the
aggregate of the unskilled services required regular daily involve-
ment of skilled personnel.

Some examples of services which meet the definition of skilled nurs-
ing services are:

—Intravenous or intramuscular injections and intravenous feeding.
(Injections which can usually be self-administered—for example,
the well-regulated diabetic who receives a daily insulin injection—
do not require skilled services.)

—Levine tube and gastrostomy feedings.

—Naso-pharyngeal and tracheotomy aspiration.

—Insertion or replacement of catheters.

—Application of dressings involving prescription medications and
aseptic techniques.

—Care of extensive decubitus ulcers and other widespread skin
disorders.

—TInitial phases of a regimen involving administration of medical

ases. .

—ﬁestorative nursing procedures, including the related teaching
and adaptive aspects of skilled nursing, which are part of active
treatment and require the presence of licensed nurses at the time
of performance, e.g., teaching the skills and facts necessary for
understanding adherence to a regimen such as bowel and bladder
training. .

Both the availability of alternative health care facilities and services
and the patient’s condition would be taken into account in determining
whether his need for care or supervision justifies the utilization of a
skilled nursing facility rather than a more economical alternative. (In
other words, 1f, in the case of medicaid, there were no intermediate

2 17 N—72%- 19
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care facility beds available, placement in a skilled nursing facility
might be appropriate for a patient who did not need skilled services
as defined above although, in such cases, reimbursement to the facility
should be at a reduced rate commensurate with the services provided.)

The types of services which would be covered under both medicare
and medicaid would include those skilled services which are essential
to the rehabilitation and recovery of the patient, and also those which
are necessary to prevent deterioration of the patient’s condition and
sustain the patient’s current capacities even when full recovery or
medical improvement is not imminent.

Since the principal aspect of covered care relates to the skilled serv-
ices being rendered, the restorative potential of the patient is not con-
trolling. Many patients who have no potential for rehabilitation require
a level of care which is covered under the program. For example, a
terminal cancer patient whose life expectancy is not more than a few
months who requires palliative treatment, periodic “tapping” to relieve
fluid accumulation, and careful skin care and hygiene to minimize dis-
comfort is receiving care covered by this definition. Thus, the control-
ling factor in determining whether a person is receiving covered care
1s the skill and frequency involved and the supervision that the patient
requires, rather than considerations such as diagnosis, type of condi-
tion, or degree of functional limitation.

In the case of medicare, the services must be a continuation of treat-
ment of a condition for which the beneficiary received hospital services
ifn t.lix_e period immediately before his admission to the skilled nursing

acility.

It has come to the committee’s attention that the application of
the definition of the extended care level of services can result in
denial of medicare payment for services received in skilled nursing
facilities by patients who are in regular need of skilled rehabilita-
tion services (other than nursing) which are essential to their re-
covery from an inhospital stay or to prevent their condition from
worsening and which as a practical matter should be provided in an
institution. Often, transporting a patient from his home to a place
where he may receive the needed rehabilitation is an excessive physi-
cal hardship on ill patients and uneconomical, especially when the
patient requires ambulance transportation.

The recognition of a patient’s need for skilled rehabilitative services
as a basis for meeting the level of care requirement is intended to
cover situations such as the following: (1) non-ambulatory stroke
patients who need daily skilled rehabilitative services such as speech
therapy, but who do not necessarily need skilled nursing services; and
(2) hip fracture patients who need daily physical therapy services
after the fracture has healed to the weight-bearing stage.

These kinds of services, however, would be covered only if they
can as a practical matter be provided only in the skilled nursing fa-
cility setting because other arrangements that could be made to pro-
vide the needed services (e.g., bringing the services to the patient in
his place of residence or daily transportation to an outpatient facil-
ity) are not practical because of the patient’s condition or from the
standpoint of efficient delivery of the required services. In determin-
ing whether other arrangements would be practical, the coverage or
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noncoverage of the various alternatives under medicare or medic-
aid should not be taken into account——the issue is feasibility and not
whether coverage is provided in one setting and not provided in
another.

In some cases a skilled nursing facility may have patients who re-
quire only intermediate care rather than daily services which
must be provided by or under the supervision of skilled personnel.
‘When regular skilled care is not required, medicare would make no
payment unless the care was received during a posthospital stay in
which skilled services were normally required and provided there was
only a day or two on which no skilled services were provided but
discharge from the skilled nursing facility was not practical. Under
medicaid, intermediate care is usually covered and would be paid for
at an amount commensurate with the level of service required and pro-
vided, not at the amount paid for skilled care. However, a State could,
with respect to those patients needing skilled care, as defined herein,
reasonably classify such patients (for reimbursement or other appro-
priate purposes) so as to distinguish between those who require a
greater or lesser range or quantity of skilled services or supervision.

The committee expects that the Professional Standards Review
Organizations (established under another provision of the commit-
tee’s bill) would provide scrutiny over whether appropriate patient
placement was being made and that the Inspector General (also
established under this bill) would also observe the operation of the
provision.

The committee recognizes that the modified definition of care
which would be reimbursable in skilled nursing facilities may
have a substantial impact on extended care benefit costs. The Depart-
ment of Health, Education, and Welfare has estimated that the cost
of extended care benefits in skilled nursing facilities under medi-
care may increase some $90 million during the first full year of oper-
ation. However, the committee believes that to some extent these costs
would be offset by reduced expenditures for hospital care and reduced
medicaid expenditures. Under medicaid, the impact of the change
will vary among the States, but to some degree it should have the
effect of stimulating the removal of patients requiring only inter-
mediate care or the reclassification of such patients in skilled nursing
facilities which also provide intermediate care.

The amendment would become effective with respect to services
furnished on and after January 1, 1973.

Authorization for the Secretary to Determine Whether a Facility
Is Qualified to Participate as a “Skilled Nursing Facility” in
Both Medicare and Medicaid

(Sec. 249A of the bill)

At present, the decision as to whether a skilled nursing home is
qualified to participate in the medicaid program is ultimately deter-
mined by each State medical assistance agency (the title XIX
agency). The facility makes application to the State medical assistance
agency which in turn makes the arrangements for a survey of the
facility by the surveying agency (generally the State health agency).
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The title XIX agency reviews the survey findings and makes the
final decision regarding the facility’s qualifications for participation.

Unlike medicaid facilities, facilities participating in the medicare
program are subject to a certification process which reduces—but
does not totally avoid—State to State variability. The Secretary
of Health, Education, and Welfare, acting through the appropriate
Regional Office staff of the Social Security Administration, arranges
for the State health agency to survey the facility desiring to participate
under medicare and uses the results of the survey to make the final
determination on certification of the facility.

Facilities certified to participate under both medicare and medicaid
may be subject to differences in application of requirements inherent
in the different certification operations of each program. The com-
mittee believes that present State certification of skilled nursing facili-
ties has certain disadvantages, including lack of uniformity in applica-
tion of standards to which all facilities are subject and duplication of
certification efforts by State and Federal Governments. In addition,
development of common standards for skilled nursing homes and ex-
tended care facilities as skilled nursing facilities, approved by the
committee in another section of this bill, makes separate certification
procedures unnecessary.

The committee’s amendment provides, therefore, that determination
of basic eligibility of skilled nursing home under title XIX be made
by the Secretary. The appropriate State health agency would survey
facilities wishing to participate in either (or both) the medicare or
medicaid programs and report its findings and recommendations to
the Secretary. The Secretary would make a determination as to eligi-
bility and advise the State if a facility meets the basic requirements
for participation as a skilled nursing facility.

A State could for good cause decline to accept as a participant in
the medicaid program a facility certified by the Secretary. Good cause,
for example, could include non-usage of a facility because an area is
“overbedded” as determined by an areawide facilities plan or because
the rates charged were out-of-line.

A State could not receive Federal matching funds for services pro-
vided by any facility not approved by the Secretary.

In applving uniform certification standards for skilled nursing
facilities, the test will be whether the facility is in full compliance
with all certification requirements. The State’s judgment as to whether
a facility is in full compliance with a requirement will be subject to
the Secretary’s review and approval. If it is determined that a facility
is not in full compliance with one or more requirements (which do not
jeopardize the health or safetv of patients) reasonable time will be
permitted for correction of deficiencies. Use of provider agreements
without fixed expiration dates would not be continued because this
procedure has in the past caused serious difficulties and delays in de-
certifying a facility with deficiencies. Therefore, a facility will be
issued time-limited provider agreements of up to twelve-months dura-
tion. But in no case loneer than the period allowed for correction of
deficiencies as determined by the Secretary.

The Department would be provided with sufficient flexibility in
applying this procedure in its initial vear of implementation to estab-
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lish a staggered schedule of surveys and expiration of contracts to -
avoid “peaking” of workloads. It would be expected that surveys
would ordinarily be scheduled at least 60 days before the expiration
of the contract.

Review and certification of intermediate care facilities would remain
a State responsibility.

This amendment would be effective July 1, 1973.

Requirements for States Participating in Medicaid To Pay Skilled
Nursing and Intermediate Care Facilities on a Reasonable
Cost-Related Basis

(Sec. 249 of the bill)

Under the medicare program extended care facilities are reimbursed
for the reasonable costs they incur in providing covered services plus,
in the case of proprietary institutions, an allowance related to net
capital equity. Under medicaid States have been free to develop
their own bases for reimbursement to skilled nursing facilities and in-
termediate care facilities. States generally establish (in advance) per
diem or similar basic rates payable for patients receiving skilled nurs-
ing facility and ICF care. Concern has been expressed that some
skilled nursing facilities and ICF’s are being overpaid by medicaid,
while others are being paid too little to support the quality of care that
medicaid patients are expected to need and receive.

On the other hand the reasonable cost reimbursement approach of
the medicare program has in many cases created difficulties for ex-
tended care facilities. The detailed and expensive cost-finding require-
ments can prove cumbersome.

The committee bill would require States to reimburse skilled nursing
and intermediate care facilities on a reasonable cost-related basis by
July 1, 1974. This approach is preferable to the arbitrary rate-setting
currently in effect in some States which provide no incentive to facili-
ties to upgrade the level of care provided. The States would use aceept-
able cost-finding techniques (not necessarily those utilized for medi-
care purposes) to determine reasonable reimbursement and apply
to the results appropriate methodologies for determining payment.
The methods would have to be approved and validated by the Secre-
tary. The committee does not intend that this provision should require
use of the specific medicare reasonable cost reimbursement formula
by States for purposes of reimbursing skilled nursing homes and
intermediate care facilities under medicaid, although States are
free to choose this option. Rather, the States could develop
other reasonable cost-related methods of rate-setting. Whatever meth-
odology is authorized should include adequate procedures for auditing,
as necessary, the financial records of an institution. States would not
be required to reimburse for luxury services, questionable allowances
for depreciation and similar items which they might reasonably choose
not to recognize as ‘“reasonable.” States would be free to provide for
retroactive adjustments of rates or costs to the extent necessary to
prevent “windfalls” or unjustifiably low payment. The Secretary
would be expected to validate, on site, a State’s methodology through
sample audits. Reasonable cost-related rates could be determined on a
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geographic basis, a class basis, or on an institution-by-institution basis.

The committee amendment provides that cost reimbursement meth-
ods which the Secretary would find acceptable for a State’s medicaid
program would also be adapted, with appropriate adjustments, in
the State for purposes of medicare reimbursement. The Secretary
would be permitted to adjust a rate upward where appropriate, to re-
imburse for specific factors related to medicare requirements (such as
keeping a reasonable number of beds available, type of occupancy
covered, any additional administrative costs) which are not considered
by the State or included in the computation of its medicaid rates. Such
adjustments would be distilled into a percentage factor (not in excess
of ten percent) so as to simplify reimbursement. These percentage
adjustments may be made on a geographic basis of classes of facill-
ties and not necessarily on an institution-by-institution basis. A similar
provision was included in H.R. 17550. . .

Where a skilled nursing facility is a distinct part of, or directly
operated by a hospital, reimbursement would be made for care in
such facilities in the same manner as is applicable to the hospital’s
costs. Where a skilled nursing facility functions in a close formal
medical satellite relationship with a hospital (which would be defined
in regulations of the Secretary) reimbursement would be made on
the basis of costs not to exceed 150 percent of the adjusted medicaid
rate of payment (if the Secretary applies such rates to medicare
facilities in that State) for care in that facility (or comparable
facility.

This approach avoids substantial auditing and cost-finding expense
and provides a means of making equitable adjustments where appro-
priate.

Public Disclosure of Information Concerning Required Survey
Reports of an Institution

(Sec. 299D of the bill)

At present, information as to whether a hospital, skilled nursing
facility, or other organization fully meets the statutory and regulatory
requirements relating to conditions for participation for medicare and
medicaid or whether it has significant deficiencies, is generally avail-
able only to the facility involved, and certain State and Federal agen-
cies. Physicians and the public, in general, are currently unaware as to
which institutions have significant deficiencies and which do not. The
committee believes that in the absence of public knowledge about the
nature and extent of deficiencies of individual facilities, it is difficult
for physicians and the public to rationally choose among health care
facilities and to effectively direct their concern about short-comings to
the deficient facilities and to bring pressures for improvement to bear
on those facilities.

The committee believes that ready public access to timely informa-
tion about the existence or absence of deficiencies (such as in areas of
staffing, sanitation, fire and other safety requirements) would help
substantially in encouraging facilities to correct their deficiencies and
at the same time, enable physicians and patients to make sound ]'udg-,

1
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ments about their own use of available facilities in the community.
Given the necessary information, the community should be able to exert
greater influence on institutions to assure that they develop and main-
tain high standards of care.

The committee bill, therefore, requires the Secretary of Health,
Education, and Welfare, following completion of a survey of a health
care facility or organization, to identi?y and make available to the
Eublic information from the survey on the absence or presence of de-

ciencies in every significant area relating to requirements in titles
XVIII and XIX and related regulations. Significant areas would
include all statutory requirements such as those relating to nursing
personnel, as well as other requirements the Secretary establishes by
regulation for the health and safety of patients.

nformation on the significant survey findings relative to individ-
ual institutions and other organizations identified in the course of a
survey, would be available for public inspection in readily accessible
form and fashion in Social Security district offices and local welfare
offices upon request within 90 days of completion of a survey.

This provision is similar to the provision developed by the com-
mittee in 1970 and included in H.R. 17550 as passed by the Senate.

The provision is effective beginning with surveys completed after the
sixth month following the month of enactment.

Validation of Services Made by the Joint Commission on the
Accreditation of Hospitals in Medicare

(Sec. 244 of the bill)

Under present law an institution is deemed to meet the certification
requirements of medicare (except for utilization review requirements})
if such an institution is accredited as a hospital by the Joint Com-
mission on Accreditation of Hospitals (JCAH).

In addition, the law states, under the definition of a hospital, that an
institution must meet such requirements as the Secretary finds neces-
sary in the interests of health and safety, except that such other
requirements may not be higher than the comparable requirements pre-
scribed for the accreditation of hospitals by the Joint Commission on
the Accreditation of Hospitals. However, if a State sets higher stand-
ards for institutions within its jurisdiction for medicaid, these re-
quirements are also used for medicare.

The JCAH, which consists of representatives of the American
Medical Association, the American Hospital Association, the Ameri-
can College of Surgeons, and the American College of Physicians, has
been surveying hospitals which voluntarily request accreditation since
1952. Two-thirds of the hospitals, including almost all large hospi-
tals certified to participate in medicare, received such certification as
a result of JCAH accreditation. Of over 6,700 hospitals approved to
participate in medicare, about 4,500 have been certified on the basis
of JCAH accreditation. About 2,300 additional facilities were certified
by the Social Security Administration, following surveys performed
by State health facility licensure agencies, as meeting statutory re-
quirements and standards established by the Public Health Service.
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Initially, the conditions of participation were linked to those of the
JCAH to provide assurance to those who were concerned, prior to the
enactment of medicare, that only professionally established conditions
would have to be met by providers of health services who wished to
participate in the medicare program as well as providing for use of a
certification program which was operational before medicare. How-
ever, the committee has since found several areas of concern with re-
spect to the JCAH role in the medicare certification process.

The JCAH survey process is not subject to Federal review, and all
JCAH survey reports are confidential, available only to JCAH, itself,
and the concerned facility. These elements prevailed, however, prior to
medicare’s enactment and were understood at the time of enactment of
the program. No inference should be drawn that hospitals and the
JCAH changed the “rules of the game” in any way. However, since
JCAH survey reports are not available to the Government, the Federal
agencies responsible to the Congress for the administration of medi-
care are not in a position to audit the validity of the overall JCAH
survey process, and thus the Government is unable to determine the
extent to which serious deficiencies may exist in these participating
hospitals.

A further potential difficulty arises because, under present law,
medicare cannot set standards which are higher than comparable
JCAH requirements. This has been interpreted by the Social Security
Administration to bar establishment of any standards in any area
where JCAH has remained silent. Since the law does not refer to any
specific JCAH standard, but rather to any standards prescribed by
the JCAH, the law serves to provide an almost blanket delegation of
-authority over hospital standards to a private agency. Thus theoreti-
cally, if the Joint Commission chose to lower a standard, medicare
would also be required to accept that reduced standard. Though the
Federal Government is limited to JCAH standards, a State may
promulgate higher standards for facilities within the State for State
programs. Licensure requirements, of course, apply to all facilities.

The committee added to the House bill a provision developed with
the complete cooperation of the Joint Commission, which would
authorize the Secretary to enter into an agreement with any State
under which the appropriate State or local certifying agency would
survey JCAH-accredited hospitals on a selective and limited sample
basis, or where the Secretary finds in the case of a given institution
that a survey, or more limited investigation, is appropriate because
he has received a substantial allegation with evidence, or believed
to have substance, of the existence of a condition significantly adverse
to the health or safety of patients. The Secretary is expected to estab-
lish procedures for orderly and timely submission and transmittal of
any such allegations. Such a condition would exist when there is a
lack of conformity with a standard or critical factor of medicare con-
ditions of participation which would, under procedures applicable to
nonaccredited hospitals, constitute a deficiency or deficiencies of such
character as to seriously limit the capacity of the institution to render
adequate care and to require State agency survev and followup action.

One or more Federal members could be added to a State team which
has been assigned to survey an accredited hospital, to the extent that
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the Secretary found it desirable in the interest of maintaining uni-
formity of results in carrying out sample studies, or to augment a
survey team’s capability. These sample and special surveys would
serve as a mechanism to validate the JCAH survey process. If in the
course of such a survey an institution were found to have significant
deficiencies, following timely discussion of such deficiencies with
JCAH the detailed medicare standards and compliance procedures
would be applied in place of the general JCAH standard.

The requirements of this provision have been discussed with the
JCAH and are generally acceptable to it as reasonable. The JCAH has
offered its full cooperation and it is expected that the Joint Com-
mission will be fuﬁ); and continually consulted and involved (on a
reimbursable basis, where appropriate) in the implementation of this
provision. To implement the sample surveys and to follow up effec-
tively on any deficiencies found the amendment provides that JCAH-
accredited hospitals would have to agree, in order to qualify for reim-
bursement under medicare and medicaid, to authorize JCAH to fur-
nish the Secretary and State health agencies, on a confidential basis,
with copies of the JCAH survey report, when and if the hospital was
to be surveyed. (Significant deficiencies found in medicare-medicaid
surveys of accredited hospitals authorized under this provision would
be subject to public disclosure under another provision of this bill.)

The Secretary would be authorized, after consultation with the
JCAH, to promulgate standards, as necessary for health and safety,
which may be higher or more precise than those of the JCAH and
which all hospitals would have to meet after appropriate and adequate
time for compliance. It is expected that this provision would seldom
be used because, if a worthwhile improvement 1n accreditation require-
ments were identified by the Secretary, it would, in all probability,
be adopted by the JCAH. If the JCAH, as a condition for aceredita-
tion of a hospital, requires a utilization review plan, or a substantially
equivalent requirement, or imposes a standard which the Secretary
determines is at least equivalent to the standard promulgated by him,
the Secretary may find that all institutions so accredited by the JCAH
comply with medicare standards.

The purpose of the committee amendment is to provide a mechanism
for reasonable continuing validation of the voluntary accreditation
process and not to duplicate that process. The Secretary would also be
required to include in his Annual Report to the Congress on medicare
an evaluation of the JCAH accreditation process as indicated by the
survey process.

Medicare Coverage for Certain Individuals Aged 60-64
(Sec. 214 of the bill)

Present law provides hospital insurance protection for persons aged
65 and over who are insured or are deemed to be insured for cash bene-
fits under the social security or railroad retirement programs. Essen-
tially, all persons aged 65 and over are eligible to enroll for medical in-
surance (part B) without regard to insured status. The committee has
approved a provision in the House bill which would permit persons
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aged 65 and over who are not insured or deemed insured for cash bene-
fits to enroll in part A at a premium rate equal to the cost of their
protection. .

The committee is concerned that many social security and railroad
retirement cash beneficiaries aged 60-64 and spouses aged 6064 of
medicare beneficiaries find it difficult to obtain adequate private
health insurance at a rate which they can afford. Frequently these
older persons—retired workers, wives, husbhands, widows, widowers,
mothers, parents, brothers and sisters, for example—have been depend-
ent for health insurance protection on their own group coverage or
that of a related worker who is now retired or deceased. It is a difficult
task for such older persons to secure comparable protection at afford-
able cost when they are not connected with the labor force.

The committee, therefore, has added to the House bill a provision
which would make medicare protection (both part A and part B)
available on an optional basis at cost to spouses aged 60-64 of medicare
beneficiaries ; others aged 60—64 who are entitled to retirement, wife’s,
husband’s, widow’s, widower’s, mother’s, parent’s, or brother’s and
sister’s benefits under social security and the railroad retirement pro-
grams; and disability beneficiaries aged 60-64 not otherwise eligible
for medicare because they have not been entitled to cash disability
benefits for 24 months. The availability of medicare protection would
be limited to persons aged 60-64 because the committee believes that
people under age 60 who are not disabled generally have relatively
little difficulty 1n obtaining private health insurance. About 6 million
persons aged 60-64 would be potentially eligible to enroll for medicare
as spouses of medicare beneficiaries or as beneficiaries entitled to the
benefits specified above.

Persons who elect to avail themselves of medicare protection under
this provision would pay the full cost of such protection. Enrollees
would pay a monthly part A premium based upon the estimated cost of
hospital insurance protection for persons eligible to enroll plus amounts
sufficient to cover administrative expenses and underwriting losses or
gains, if any; such premium would be $33 a month through June 1974
and would be adjusted for each 12-month period thereafter to reflect
both the experience of the group and any changes in costs.

The monthly premium for persons in the group who enroll for part
B would be twice the premium paid bv an individual who has attained
age 65 until June 1974 and would be adjusted for each 12-month period
thereafter to reflect the estimated cost of supplementary medical insur-
ance protection for persons eligible to enroll under the provisions plus
amounts sufficient to cover administrative expenses and underwriting
losses or gains, if any. Aliens who have beén in the United States less
than 5 years and persons who have been convieted of certain subversive
crimes would be excluded from participation under this provision, just
as they are excluded from enrolling for supplementary medical
insurance.

The committee bill would require, as it requires under the provi-
sion in the bill making medicare protection available to uninsured
persons aged 65 and over, that in order for persons to be eligible to
enroll for hospital insurance they must be enrolled for supplementary
medical insurance. If a person terminates his supplementary medical
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insurance, his hospital insurance coverage under this provision would
be automatically terminated effective the same date as his supplemen-
tary medical insurance termination. The committee believes that such
a restriction is necessary to reduce the possibility of excessive utiliza-
tion of the more expensive hospital insurance coverage as might occur
if an individual were enrolled for hospital insurance (covering pri-
marily institutional care) but not for supplementary medical insur-
ance (covering primarily outpatient care).

Coverage would be initially available as of July 1, 1973, to enrolled
eligible persons.

Maternal and Child Health Project Grants

(Sec. 291 of the bill)

The 1967 Amendments to title V of the Social Security Act author-
ized $350 million for 1972 and each year thereafter for Maternal and
Child Health Services. The 1967 provision contained an allocation
formula which divided the title V authorizations as follows:

s (@) 50 percent of any appropriations for formula grants to the
tates

() 40 percent of any appropriations for special project grants

(¢) 10 percent of any appropriations for research and training

ants.

Th%,rintent of this portion of the 1967 Amendments was to divide
available funds in this fashion for a few years so that the Federal
Government could fund innovative special projects which States might
not be able to fund out of their formula grants. The special project
grants were to terminate as of fiscal year 1973 and the project moneys
converted to the formula grants. The rationale underlying this ap-
proach was that after a few years time, States would recognize the
value of worthwhile projects and continue to support such project
grants as part of an overall State program for improving maternal
and child health.

Two problems have developed since the present law was enacted.
First, the special project grants have been utilized primarily in urban
areas, while the formula grants, on the other hand, are weighted in
favor of rural States. Thus, a significant shift of funds from urban
States with project grants to rural States without project grants
would occur, 1f the project grant authorities were terminated as pres-
ently scheduled. Additionally, many project grant directors have
indicated that because of other pressures on State finances, State
health departments would be reluctant to use new formula grant funds
to continue support for project grants, however worthy they might be.

The committee is concerned with the risk of terminating worthy
projects and also recognizes the need for a full evaluation of perform-
ance under and reassessment of the maternal and child health pro-
gram and its inter-relationship with broader issues of revenue sharing
and national health insurance.

The Congress recently approved an extension of the project grant
authority to June 30, 1973. To assist orderly budgeting by grantees
and to provide time for proper evaluation of the program the Finance
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Committee has approved an amendment which extends for an addi-
tional fiscal year (i.e., through June 30, 1974) the present special
project grant authorization contained in title V.

Waiver of Beneficiary Liability in Certain Situation Where
Medicare Claims Are Disallowed

(Sec. 213 of the bill)

Under present law, whenever a medicare claim is disallowed, the
ultimate liability for the services rendered falls upon the beneficiary.
This is true even where the program has paid the claim and subse-
quently reopens and disallows it. The result is that in many cases a
beneficiary is liable for payment even though he acted in good faith
and did not know that the services he received were not covered, and
even though the hospital, physician or other provider of services was
at fault.

The committee bill amends title XVIII so that the beneficiary
could be “held harmless” in situations where claims were disallowed
because the expenses were incurred for services which were not reason-
able or necessary for the diagnosis or treatment of an illness or injury
or where the expenses were for custodial care and the beneficiary was
without fault. In such situations the liability would shift either to the
Government or to the provider—depending upon whether the pro-
vider utilized due care in applying medicare policy in his dealings
with the beneficiary and the Government.

Where both the provider and beneficiary exercised due care (i.e.,
they did not know, and had no reason to know, that noncovered serv-
ices were involved), the liabilitv would shift to the Government and
payment would be made as though covered services had been furnished.
However, in making such a payment it would be necessary to make
certain that the provider and patient are put on notice that the service
was noncovered with the result that in subsequent cases invol ving simi-
lar situations and further stays or treatments in the given case (or
similar types of cases in the instance of the provider) they could not
show they had exercised due care. Thus, the Government’s liability
would be progressively limited.

Where the provider did not exercise due care, but there was good
faith on the part of the beneficiary, liability would shift to the pro-
vider. The provider would be told that he could appeal the intermedi-
ary’s decision both as to coverage of the services and due care. If. on
the other hand, he exercised his rights under State law and received
reimbursement from the beneficiary, the program in turn would in-
demnify the beneficiary (subject to deductibles and coinsurance). The
indemnification could then be treated as an overpayment against the
provider and recovery would be effectuated through a set-off against
any amounts otherwise payable to the provider.

Where the beneficiary was aware, or should have been aware of the
fact that t_he services were not covered, liability would remai,n with
the beneficiary and the provider could either exercise his rights under
State law to collect for the services furnished or appeal the determina-
tion through the SSA appeals process. Where expenses were incurred

2
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for clearly noncovered services such as routine physical checkups, eye-
glasses or eye examinations to determine the refractive state of the
eyes, hearing aids or examinations therefor, routine dental services or
immunizations there will be a presumption made that the beneficiary
and/or the provider was aware, or should have been aware, of the fact
that the services were not covered.

In providing for a waiver of liability in certain cases it is not the
committee’s intent to modify existing provisions of law which define
covered services. However, the committee also does not intend that
these provisions for waiver will be construed to encourage overly strict
application of coverage provisions under the assumption that bene-
ficiaries who cannot afford to pay for the noncovered services will be
relieved of the obligation to do so. For example, inpatient hospital
care is now covered under medicare only when hospital services are
required on an inpatient basis from a medical standpoint. The decision
as to the point in time when an individual no longer requires the
hospital level of care—i.e., when he can be cared for as an outpatient
or in a less costly type of facility—requires a careful exercise of pro-
fessional judgment and considerable weight should be given to the
attending physician’s opinion because of his much greater familiarity
with the patient’s needs. Under certain circumstances, it may be
reasonable to keep a medicare patient in the hospital even though he
required only an extended care facility level of care. Sometimes there
may be no extended care facility bed available. Or, there may be a
period of a few days at the conclusion of a hospital confinement when
a convalescing patient requires only an extended care level of services
but where, as a practical matter, it would be unreasonable to transfer
the patient to an extended care facility for such a short period of time.
Similarly, there are situations where a terminal hospital patient could
be discharged to another institution or his home a few days before his
death but where it would not be economical or humane to do so. In
these cases, it would continue to be appropriate to approve the few
additional days of the hospital stay that are involved.

However, where the patient remains in the hospital beyond the point
where it would have been practical to transfer him to a less intensive
setting, coverage ends as of the time when, based on the information
that was available at the time, it would be reasonable to expect the
transfer to have been made. Payment of benefits for hospitalization
beyond that point could be made only if the hospital’s and patient’s
liability for the costs incurred can be waived.

The provision would be effective with respect to claims filed after
the month of enactment or if filed before or in the month of enactment
was for services provided on or after July 1, 1971, and for which final
determinations have not been made.

Family Planning Services
(Sec. 299E of the bill)
The committee bill provides for an increase in Federal funding of

family planning services for present and former welfare recipients of
child-bearing age and also for those persons likely to become recipients
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in the absence of such services by authorizing 100 percent Federal
funding for State family planning programs, including both informa-
tion counseling and the provision of medical and social services.

The committee believes that its amendment will give impetus to the
availability and provision of family planning services in the States.
A beginning was made in 1967, when provisions were included in the
social security amendments which required that family planning
services be offered on a voluntary basis, to all appropriate AFDC
recipients, and authorized 75 percent Federal matching funds for this
purpose. In addition the same matching was made available to the
States on an optional basis for services for former or potential recipi-
ents of welfare.

The progress which has been made under the 1967 amendments,
however, has not met the committee's expectations, The annual report
by the Department of Health, Education, and Welfare covering fam-
ily planning services includes information which makes clear that the
mandate of the Congress that all appropriate AFDC recipients be
provided family planning services has not been fulfilled. The report
states:

Many problems, of course, remain. Medical services [fam-
ily planning] still are too limited, especially in rural areas
but frequently in large urban areas as well. Replying to the
question whether medical family planning programs cur-
rently available are adequate to meet the needs of eligible
clients, 36 State welfare agencies answered in the negative
in March, 1970. Thirty-one cited geographic inaccessibility as
a major problem. Many reported a shortage of health profes-
sionals and paraprofessionals and some reported that existing
facilities are overcrowded. Even in the Nation’s princi
counties and cities where clinics are more likely to be found
than in less populous sections, 50 out of 106 local welfare
agencies reported that currently available medical planning
programs are inadequate.

Looking at their own capability of providing family plan-
ning services, many State and local welfare agencies report
a shortage of staff to provide services and to arrange for
adequate follow-up. Training programs for staff have not
been mounted on the scale required. Although Federal funds
may be used to match $3 for every $1 spent from State funds
for services, time and again agencies emphasize the difficulty
of raising the 25 percent share at State and local levels.
Generally, no special funds have been made available to de-
velop family planning services, as indicated, for example,
by the general absence of full-time staff leadership for this
program. Expectations among some groups that title IV
funds would be available to reach substantial numbers of
low-income families not currently receiving welfare have not
been realized. . . .

Evidence indicates the situation is not significantly improved today.
The committee is persuaded that the 75 percent Federal m
percentage, although a major step in promoting family planni
1ces, has not been sufficient to achieve the aims of the Cong

atching
ng sery-
ress. By
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providing 100 percent Federal funding, the committee bill will remove
any existing financial barrier to the availability of family planning
counseling and services to those desiring those services.

The committee amendment would authorize States to make available
on a voluntary and confidential basis family planning counseling, serv-
ices, and supplies, directly and/or on a contract basis with family
planning organizations (such as Planned Parenthood clinics and
Neighborhood Health Centers) throughout the State, to present,
former, or potential recipients including any eligible medically needy
individuals who are of child-bearing age and who desire such services.

In addition to the provision of counseling, services and supplies
designed to aid those who voluntarily choose not to risk an initial
pregnancy, emphasis would be placed upon assisting those families
with children who desire to control family size in order to enhance
theldl:S capacity and ability to seek employment and better meet family
needs.

The Secretary would be required to work with the States to assure
that particular effort is made in the provision of family planning
services to minors (and non-minors) who have never had children but
who can be considered to be sexually active; for example, persons
who have contracted venereal diseases, ete.

The Secretary would also be required to work with States to assure
maximum utilization of persons participating in the Work Incentive
Program as family planning aides and to perform related jobs.

In order to assure that States do in fact inform welfare recipients
and other eligible persons of the availability of family planning
services, and that those who so desire receive the necessary medical
and counseling services the amendment would reduce the Federal
share of AFDC funds by 2 percent, beginning with calendar year 1974,
if a State in the prior year fails to inform at least 95 percent of the
adults in AFDC families and on workfare of the availability of family
planning services and/or if the State fails to actually provide or
arrange for such services for 100 percent of those persons desiring to
receive them.

Because of the difficulties of enforcing or monitoring the mandatory
provision of family planning services to former or potential recipients,
the penalty provision will be limited to the offering and provision of
services to present adult recipients of AFDC and workfare. Hovw-
over, family planning services must be offered and made available
on an optional basis to former and potential recipients of child-
bearing age.

Tt is envisioned that individuals of child-bearing age applying for
or receiving AFDC would formally acknowledge that they have been
informed that they are eligible to receive family planning services on
a voluntary and confidential basis. If they desire family planning serv-
ices, an appointment would be set up at that time and a copy of the
form would be sent to the clinic or physician providing necessary serv-
ices and supplies. This would not preclude “walk-in” requests for
family planning assistance by present and former recipients or those
likely to become recipients in the absence of such services.

The effectiveness of the program would be monitored by Federal
officials on a sample basis. The operation of the program would also
be subject of review by the Inspector-General for Health Care
Administration.
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Although the committee views family planning services as pri-
marily medical services, it also recognizes the importance of couqsellnﬁ
and informational services which are more traditionally considere
to be social services. Therefore, the Committee amendment makes 100
percent Federal financial support for family planning services avail-
able under both the title XIX and the title IV-A programs.

The committee has amended title XIX to provide that family plan-
ning services are a mandatory service under all title XIX plans. The
committee intends that the 100 percent Federal funding of family
planning services through titles XIX and IV-A will reimburse for
the reasonable costs of directly related family planning services.

Penalty for Failure to Provide Required Health Care Screening

(Sec. 299F of the bill)

Under present medicaid law as defined in regulation by the
Department of Health, Education, and Welfare, States are required
to provide health screening and treatment services for all children
under 6 and eligible for medicaid by February 7, 1972, and to provide
screening and treatment services to all eligible children up to age 21
by July 1, 1973.

The medicaid health sereening and treatment regulation requires
States to assure that eligible children receive early and periodic
screening and diagnosis to ascertain physical and mental defects, and
treatment of conditions discovered, within the limits of the State
plan; and that in addition, eye-glasses, hearing aids and other kinds
of treatment for visual and hearing defects, and at least such dental
care as is necessary for relief of pain and infection and for restoration
of teeth and maintenance of dental health, will be available, whether
or not otherwise included under the State plan, subject however to
such utilization controls as may be imposed by the State agency.

Although States are required to provide treatment services indicated
as necessary by the screening only to the extent that they are covered
under the State plan or are required by the regulation. it is expected
that States will be responsible for referring eligible children to other
sources for uncovered services, and will make every effort to arrange
for their provision. The regulation further requires States to establish
administrative mechanisms to identify available screening and diag-
nostic facilities. States are also required to assure referral of appro-
priate children to the title V' (maternal and child health) grantees
for care and services, and to effect agreements to assure maximum
utilization of existing screening, diagnostic, and treatment services
provided by other public and voluntary agencies such as child health
clinics, neighborhood health centers, day care centers, nursery schools.
school health programs, family planning clinics, maternal clinics, and
similar facilities. ’

The committee recognizes the significance of early detection and
treatment of illness in children—both in human and economic terms—
and therefore believes that the possibility of a rednction in Federal
matching AFDC funds would serve to assure that States jm lemér'lt
the title XIX requirements for health, screening, diagnosis, :mrz{ treat-
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ment for eligible children. Moreover, it would underline the commit-
tee’s intent that the health screening programs should be fully imple-
mented by the States.

The committee has therefore approved an amendment which speci-
fies that the Federal share of AFDC matching funds would be re-
duced by 2 percent beginning in fiscal year 1975 if a State in the
prior year has (a) failed to inform at least 95 percent of the AFDC
families of the availability of child health screening services for chil-
dren of ages eligible for such services; or (b) failed to actually pro-
vide for or arrange for such services; or (¢) failed to arrange for or
refer to appropriate corrective treatment children disclosed by such
screening as suffering illness or impairment. .

Because of the difficulties of monitoring the mandatory provision of
screening, diagnosis and treatment service to eligible medically needy
children, the penalty provision will be limited to services to children
in cash assistance families. However, medically needy children are en-
titled to these services, and States have an obligation to provide them
in accordance with the law and regulations. .

Although the penalty for noncompliance by States with the child
health screening and treatment regulation would not become effective
until July 1, 1975, States will be expected to have health screening and
treatment programs for eligible children under age 21 by July 1, 1973,
as required by medicaid regulation.

Care and Treatment for Drug Addicts and Alcoholics
(Sec. 299G of the bill)
BACKGROUND

Federal statutes and legislative history are silent in terms of spe-
cific references concerning the eligibility of alcoholics and drug ad-
dicts, on account of these diseases, for public assistance under the pro-
gram of Aid to the Totally and Permanently Disabled (APTD). How-
ever, the Department of Health, Education, and Welfare has ruled that
otherwise eligible persons whose primary disabling condition was
alcoholism or addiction could be classified at the option of a State as
eligible for APTD.

In June 1970, some 12,000 APTD recipients were classified as dis-
abled with a primary diagnosis of alcoholism. The Department of
Health, Education, and Welfare estimates, in general terms, that, na-
tionwide, under the HEW ruling approximately 200,000 alcoholics
are potentially eligible for APTD because of low income and assets.
Also, based upon Department of Health, Education, and Welfare data,
as many as 200,000 drug addicts may be eligible or potentially eligible
for APTD because of low income and assets.

APTD recipients are eligible for cash maintenance payments, medic-
aid and social services. A recent Department of Health, Education,
and Welfare agreement with the State of New York resulted in the
definition of social services for addicts being broadened to include
many medical services. This agreement resulted in increased Federal
funds for New York because social services receive 75 percent Federal
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matching, whereas medicaid services in New York are matched at only
50 percent. In addition many services which previously had not been
considered eligible for Federal matching were reclassified as social
services and now qualify for 75 percent Federal matching.-

House Bl

Under the House bill, alcoholics and addicts meeting the definition
of disability would not receive cash assistance if treatment were avail-
able which they refused. The House bill did not provide any mecha-
nisms for assuring the care and treatment of those addicts and alcohol-
ics on welfare.

CommrrTEE CONCERN

The Finance Committee is concerned that this provision might re-
sult, in many cases, in alcoholics and addicts receiving cash payments
without being involved—or while only being nominally involved—in
treatment, programs. Related to this is the obvious problem of alco-
holics and addicts using welfare payments to support their addiction
or alcoholism. By the nature of their illness, aleoholics and addicts
might well use cash assistance to support their alcoholism or addiction
rather than for the purposes for which it was provided.

CoMMITTEE PROVISION

The committee has therefore approved an amendment precluding
eligibility of medically determined alcoholics and addicts for welfare
under the program of Aid to Families With Dependent Children
(AFDC) and for benefits, on the basis of disability, under the Sup-
plemental Security Income program. Thus addicts and alcoholics may
not be eligible for income maintenance under AFDC and the Supple-
mental Security Income program in the future. Instead the committee
bill would establish a program under title XV of the Social Security
Act designed to encourage appropriate care and treatment of alcoholics
and addicts.

The committee amendment provides that alcoholics and addicts
who are otherwise eligible for AFDC, in a State (in terms of residency,
income and resources)or for Supplemental Security Income and who
also meet a definition of eligibility parellel to the social security pro-
gram’s definition, that is, w%o are unable to engage in any substantial
gainful activity (regardless of whether required to engage in such
activity) by reason of a medically determinable (by a physician
%uahﬁed to make such determinations) addictive dependence upon
drugs or alcohol which has lasted or can be expected to last for a
period of 12 months or more—would be eligible to receive help
through an alcoholism and/or addiction treatment program which
would be established under title XV, if the State chooses to institute
such a program.

Recent Federal legislation, particularly the Alecohol Abuse and
Treatment Act of 1970 and the Drug Abuse Office and Treatment Act
of 1972, defined a broad expanded Federal role in dealing with prob-
lems of aleoholism and addiction. The Comprehensive Aleohol Abuse
and Alcoholism Treatment Act authorized the establishment. of the
National Institute on Alcohol Abuse and Aleoholism to develop and
conduct comprehensive programs of research, and control of alcohol




301

abuse and alcoholism. The Drug Abuse Office and Treatment Act of
1972 (approved March 21) expanded existing programs for the con-
trol of drug abuse and provided for the coordination of all Federal
efforts relating to drug abuse, treatment, education and research. Each
statute also authorized a new formula grant program for assistance to
States in planning, establishing. maintaining. coordinating and evalu-
ating alcoholism and drugs abuse projects, respectively. In order to
qualify for the formula grants under either Act. a State must submit
a plan for attaining the goals of each program and must designate or
establish a single State agency for preparation and administration of
each plan. To date, all States have an active State agency designated
pursuant to the provisions of the Alcoholism Treatment Act. A ma-
jority of the States have an agency which would meet the statutory
requirements of the Drug Abuse Treatment Act, and all fifty have
sti)me agency charged with coordinating current efforts to control drug
abuse.

In order to coordinate the new title XV program with these
recently established drug and alcohol abuse treatment programs, title
XV funds would be made available only to local treatment agencies,
institutions, practitioners, and organizations which are certified to be
appropriate and qualified to provide such care and treatment by the
designated State drug or alcohol abuse and treatment agency. Once
enrolled in the title XV treatment program, the alcoholic or addict
would be referred to a local treatment organization or agency. There
would be no independent separate programs of care and treatment for
the alcoholics and addicts under the welfare laws.

To be eligible for reimbursement under title XV, the individual
treatment program must be carried out under a professionally de-
veloped plan for rehabilitation designed to terminate dysfunctional
dependency upon alcohol or drugs. The rehabilitation plan must be
reviewed (and modified as necessary) at three month intervals in
order to formally evaluate the adequacy and continued necessity of
the care and treatment. However, to assure continuity of necessary care
and treatment, the initial medical determination of addiction or
alcoholism could be deemed valid for up to 12 months. Additionally,
this review requirement is intended to guard against pro forma appli-
cation of the rehabilitation plan. The plan of treatment must include
to the maximum extent feasible work rehabilitation. Authorities in
treatment and rehabilitation of alcoholics and addicts have strongly
emphasized the importance of work therapy as part of a comprehen-
sive plan of rehabilitation and the committee bill incorporates this
desirable feature.

Further, the Secretary and the Inspector General would be required
to regularly determine that pro forma compliance was not being
undertaken. Federal matching funds would be automatically termin-
ated for medically determined alcoholics and addicts not involved in
an active program.

In a State which provides assistance under Aid to Families with
Dependent Children, to persons medically determined to be alcoholics
or addicts, such persons would have to be referred for care and treat-
ment to the Title XV agency as a condition of continued eligibility
for Federal matching. Refusal of care and treatment by an addict or
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alcoholic would result in termination of assistance payments and
medicaid for that individual.

Similarly, in States which do not opt to establish a title XV pro-
gram, alcoholics and addicts will not be eligible for any federally
matched cash assistance payments. The same conditions apply to ad-
dicts and alcoholics eligible for benefit under the supplemental income
program on the basis of a disability.

MaiNTENANCE OF FiscAL EFrorT

To assure maintenance of expenditure levels in the primary Federal
and State programs directed toward treatment and rehabilitation of
alcoholics and addicts, and to avoid any shifting of those expenditures
to title XV, the amendment would provide that : If a reduction in Fed-
eral, State, or local expenditures is made, either through reduction in
appropriations or expenditure levels (including impoun.din% of ap-
propriated funds), then the Federal matching funds available under
title XV would be reduced proportionate to the other decreases.

Funds spent under the program for supportive assistance payments
and medicaid payments to persons otherywise eligible for those pay-
ments and services under a SIt)ate plan (and who are receiving care and
treatment under title XV) would be excluded from the amount deter-
mined to be spent for care and treatment for purposes of calculating
levels of fiscal effort.

The Finance Committee is also concerned that some States have cir-
cumvented the intent of present law in efforts to obtain higher Federal
matching for services to rehabilitate alcoholics and addicts. Services
which are health related should.be reimbursed under the medicaid
matching rates and not as social services. The committec amendment
provides that matching under title XV would be at the rates other-
wise provided for the types of payments made. For example, medi-
cal care and treatment would be matched at the medicaid rates and
cash payments and defined social services would be matched or other-
wise financed at the rate applicable to the category under which the
person would otherwise be aided.

To the extent that at least 50 percent of medically determined
alcoholics and addicts are not enrolled and receiving active care
and treatment under title XV within 6 months of enactment of the
amendment States would lose Federal matching for those not in treat-
ment; similiarly at least 75 percent must be enrolled and in treatment
within 9 months and all such persons brought into title XV by the
end of 12 months. )

SUPPORTIVE ASSISTANCE FOR ALCOHOLICS AND ADDICTS

As described, the committee amendment makes medically deter-
mined alcoholics and addicts ineligible for payments under the AFDC
program and the supplemental income program. Owing to the nature
of their ilinesses, alcoholics and addicts might well use these payments
to support their alcoholism or addiction rather than for the purposes
for which the assistance was provided.

The committee’s concern is shared by many individuals an i
active in the treatment of alcoholics and a%]ldicts. For exaxi;ﬁ?ni(:e:
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recent letter to the committee, the Association of Voluntary Agencies
on Narcotics Treatment, Inc (AVANT) of New York stated:

“The tragedy in New York and other major cities is that there
are not enough treatment facilities like the member agencies of
AVANT. Welfare officials claim they frequently approve welfare
payments to addicts not in treatment because the addicts in ques-
tion cannot get into crowded treatment programs. These officials
naively ignore the fact that the addicts will immediately use the
money for drugs.”

“The solution to this dilemma is not to keep dispensing more
money * * * but to provide more treatment facilities and to
enact stronger legislation requiring abusers of all illicit drugs
to undergo treatment.”

It is recognized that, in some cases, the plan of proper treatment or
rehabilitation could be furthered with protective payments for the
enrolled alcoholic or addict’s needs with respect to food, clothing and
shelter. Therefore, the committee amendment provides that in those
specific cases where it is determined that proper treatment or re-
habilitation would be aided by protective assistance payments, such
assistance could be granted in a fashion which would support the
treatment activities, but only to persons otherwise eligible in a State
for aid or assistance (except for their medically determined alco-
holism or drug addiction). To the extent that an enrollee received
food, clothing and shelter in an institutional or other setting, protec-
tive payment amounts, if any, would be adjusted accordingly. At cer-
tain stages of treatment, it is conceivable that supportive payments
could be made (in whole or part) directly to the enrollee where those
in charge of his treatment determine that direct support would en-
hance rehabilitation and further capacity for independent living. The
amendment authorizes exceptions, in such cases, to the protective pay-
ments approach. The determination as to whether protective payments
are necessary to support the treatment plan would have to be specifi-
cally reevaluated at least every three months. Such payments could
be no greater than comparable payments under the appropriate cash
program and would be made by the title XV ageney. Authorization
as to payments and frequencies thereof, would usually be based upon
the recommendation of the local treatment program.

Payments would come from funds for the cash program for which
the person would otherwise be eligible.

Modification of the Role of the Health Insurance Benefits
Advisory Council

(Sec. 288 of the bill)

The Health Insurance Benefits Advisory Council (HIBAC), estab-
lished under the 1965 Social Security Amendments, advises the Secre-
tary of Health, Education, and Welfare on matters of general policy
in the administration of the medicare program, including the formula-
tion of regu'ations. The 1967 amendments expanded the functions of
the Council to include the responsibility for reviewing and reporting
to the Congress on the effectiveness of the medicare program and on
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possible improvements in the administration of the program and in
the law itself. ’

In keeping with its concern that the proliferation of advisory
hodies in HEW be periodically evaluated, the committee has found
that the need for and role of the Health Insurance Benefits Advisory
Council have substantially changed since the initiation of medi-
care. During the formative years of medicare there was some ad-
vantage to having a group such as HIBAC, broadly representative
of the major health care interests, to review and offer recommenda-
tions to the Secretary on the formulation of a large body of regula-
tions and program policies. However, much of that work is now com-
pleted, and there seems little need for permanent authority to deal
with the often routine modifications and refinements in medicare in
view of the program’s present status and the development of admin-
istrative expertise and capabilities. The National Professional Stand-
ards Review Council, which would be established under the PSRO
amendment previously approved by the Committee, would undertake
functions with respect to evaluation of utilization of health care
services presently part of HIBAC’s charge.

The present status of medicare would seem to require different
kinds of advice from outside advisors. During the initial years of the
program, advisory bodies broadly representative of the major health
care interests were a source of information about the possible reactions
of their constituencies to proposed policies and regulations. Now that
the major policy features of the program have been established and
additional formal and informal lines of communication with the
major interests set up, there is a decreased need for such advice. For
example, the Department has established formal consultation pro-
cedures with medicare carriers and intermediaries to deal with opera-
tional problems related to the claims process.

The committee has, therefore, added to the House-approved bill a
provision that modifies the role of the Health Insurance Benefits Ad-
visory Council so that its role would be that of offering suggestions
for the consideration of the Secretary on matters of general policy in
the medicare and medicaid programs. )

Durable Medical Equipment
(Sec. 245 of the bill)

Present law provides for reimbursement under part B of the medi-
care program for expenses incurred for the rental or purchase of
durable medical equipment used in the patient’s home. The beneficiary
has the option to rent or purchase such equipment. In the case of
purchase, medicare reimbursement is generally made in monthlv in-
stallments equivalent to amounts that would have been paid had the
cquipment been rented. Payments continue for as long as the equip-
ment is medically required by the individual’s condition or until the
total of the monthly installments paid equals 80 percent of the reason-
able purchase price less an applicable portion of the deductible, which.-
ever comes first. Payment in the case of the purchase of inex’pensivo
cquipment (presently defined as equipment for which the reasonable
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charge is $50 or less) may be made in a lump sum if such method of
payment is less costly or more practical than periodic payment.

‘Where the beneficiary elects to rent, the program is bound to con-
tinue indemnifying him for his rental expenses as long as his medical
need for the item continues. Extensive review by the General Account-
ing Office showed that rental payments for durable medical equipment
often exceed the purchase price. Where it is reasonably predictable
that rental cost would exceed the cost of purchase but the equipment
is nevertheless rented, the rental provision may impose unreasonable
expenses on the program.

The committee has added to the House bill a provision to help
avoid unreasonable expenses to the program which result from pro-
longed rentals of durable medical equipment. The Secretary of Health,
Lducation, and Welfare would be authorized to experiment with
reimbursement approaches (in various geographic areas) which are
intended to prevent these unreasonable expenses and to implement
without further legislation any purchase approach found to be work-
able, desirable, and economical. The committee suggests that among
the possible approaches to be evaluated would be the feasibility of
suppliers contracting with the Secretary of Health, Education, and
Welfare under arrangements whereby rental would be undertaken by
means of lease-purchase arrangements which provided for rental pay-
ments to terminate when an agreed-upon total for purchase was
reached; under another approach, medicare payment for a covered
item of durable medical equipment would be made to the supplier in a
lump sum where it was determined, in accordance with guidelines of
the gecretary, that outright purchase would probably be more econom-
ical than lease-purchase; another approach would be to encourage
beneficiaries to purchase used equipment by waiving the present
20-percent-coinsurance requirement where the purchase price of the
used equipment was at least 25 percent less than the reasonable price
of new equipment.

Disclosure of Information Concerning the Performance of Car-
riers, Intermediaries, State Agencies, and Providers Under
Medicare and Medicaid

(Sec. 249C of the bill)

As part of his responsibility for administration of the medicare
program, the Secretary, through the Social Security Administration
regularly prepares formal evaluations of the performance of contrac-
tors—carriers, intermediaries and State agencies—which assist in
program administration. In addition the Social Security Administra-
tion prepares program validation review reports, which are used as
management and audit devices for informing intermediaries of
findings and recommendations concerning selected providers of serv.
ices and some of the aspects of their own medicare operations and of
indicating necessarv corrective follow-up action with respect to both
the provider as well as the intermediary.

These evaluations and reports are of significant help in reviewing
either the overall administrative performance of an individual con-



tractor or a particular aspect of its operation. Additionally, the sum-
mary evaluations comparing the periormance of one contractor with
that of another are very userul. However, these evaluations and reports
are not available to the public in general. L.

T'he committee recognizes the dilemma which exists in this situa-
tion. On the one hand is the need ror pubuc awareness of the de-
ficiencies of contractors and provider pertormance with the accom-
panying pressures for improvement in administration that only such
awareness can bring as well as the desire to conform with the overall
intent of the Freedom of Information Act. On the other hand, these
evaluations and reports require review of details some of which do not
provide a basis for conclusion as to overall performance and the initial
evaluation may not always be based on all the pertinent facts. The
possible release of portions of a report which may include unqualified
or incomplete information may be unfair to the contractors or pro-
viders. The committee recognizes that when there is public disclosure
of this type of information on contractor performance there is a need
to provide contractors with sufficient opportunity to respond to the
information in the reports before their publication so as to avoid
release of possibly erroneous findings, without rebuttal, which might
prove damaging to their reputation.

The committee bill would require that the Secretary make public the
following types of evaluations and reports dealing with the operation
of the medicare and medicaid programs: (1) individual contractor
performance reviews and other formal evaluations of the performance
of carriers, intermediaries, and State agencies, including the reports of
followup reviews; (2) comparative evaluations of the performance
of contractors—including comparisons of either overall performance
or of any particular contractor operation; (3) program validation sur-
vey reports—with the names of individuals deleted.

The bill would require prompt and timely public disclosure of re-
ports prepared by the Secretary and submitted to any contractor or
provider of services for review and comment after the third month
following enactment. Such reports would include only those which are
official in nature and would not include jnternal working documents
such as informal memoranda. Under the bill, public disclosure of
evaluations and reports would not be required to be made until the
contractor, State agency, or facility was given suitable opportunity—
not to exceed 60 days—for comments as to the accuracy of the find-
ings and conclusions of the evaluation or report with such com-
ments being made part of the report where the portions originally
objected to have not been modified in line with the comment. The re-
ports would not be required to contain information concerning those
deficiencies which are known by the Secretary to have been fully cor-
rected within 60 days of the date they were initially brought to the
attention of the contractor or provider of services.

It is the committee’s intent that the requirement of disclosure of
such evaluations and reports not lessen the effort of the Secretary in
his present information-gathering activities nor is the provision in
any way to be interpreted as otherwise limiting any disclosure of infor-
mation otherwise required under the Freedom of Information Act.
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Requirement for States To Deem Eligible for Medicaid Those As-
sistance Recipients Who Would Lose Eligibility Because of 20-
percent Social Security Increase

(See 249D of the bill)

_The Congress recently passed legislation (Public Law 92-336) pro-
viding a 20 percent increase in social security benefits effective Septem-
ber 1,1972. As a result of this increase an estimated 190,000 aged, blind,
and disabled persons will lose their eligibility for cash assistance and
will be moved off the cash assistance rolls. Approximately half of these
persons reside in States which have no medically needy program.
Their loss of cash assistance eligibility will therefore preclude them
from receiving any medicaid coverage.

Persons residing in States with medically needy programs who are
removed from the cash assistance rolls are insured against permanent
loss of medicaid eligibility. In these States, categorically related
individuals may lose their medicaid coverage if their income resources
exceed the State’s eligibility standards for medicaid, but they may
regain coverage after having incurred medical costs equal to the
amount by which their income exceeds the standard. This is the
so-called “spend-down” feature.

Title XIX requires States with a medically needy program to dis-
regard in determining income all expenses incurred by an individual
for medical and remedial care recognized under State law in the
process of determining an individuals eligibility for medicaid. This
provides a limit on the medical costs a person must absorb from his
own income before he is eligible to receive assistance under medicaid.
Thus, while under present law the social security benefit increase
could result in a loss of medicaid coverage in those States for cash
assistance recipients who are receiving assistance in an amount less
than their social security benefit increase, these categorically related
individuals could regain medicaid coverage after “spending down” a
specified amount of their income on covered medical care. In States
without programs covering the medically needy, however, persons who
lose their medicaid eligibility because of the increase in social security
benefits have no similar recourse. When they lose their cash assistance,
they lose all opportunity for medicaid coverage no matter how high
their medical bills or how pressing their medical needs.

The committee is particularly concerned that the recently passed
social security henefit increase should not force formerly eligible in-
dividuals to lose all medicaid coverage. It has therefore included a
provision in the bill which would require that in those States which
limit medicaid coverage to categorically needy persons (recipients of
cash assistance or persons who would be eligible for cash payments
except that they reside in an institution), no person who was medicaid-
eligible in August 1972 could be deemed ineligible for medicaid solely
because of the increase in income resulting from the 20 percent in-
crease in social security benefits voted by the Congress in June 1972.
In implementing this provision, a State may have the option of re-
quiring a person who leaves the cash rells because of the social security
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increase to incur medical expenses in the amount of the excess income
resulting from the benefit change before he receives medicaid coverage
(in effect, instifuting for these persons a spend-down similar to that
applied in ‘States with programs for the medically needy). Alter-
nately, & State may simply disregard that amount of the social security
benefit. increase by which income exceeds the standard for purposes
of determining medicaid eligibility. Such a disregard would not be
applicable for purposes of the cash assistance program.

The committee has included this amendment to prevent total loss
of medicaid coverage to individuals who lose eligibility as a result of
the recently enacted increase. This amendment will not preclude per-
sons, residing in medically needy States, from losing their eligibility
as categorically needy persons and becoming medically needy (sub-
ject to State requirements including the spend-down provision).
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Preventing Payment for Institutional Health Care Under the
Cash Welfare Programs to Avoid Compliance With Medicaid

Standards
(Sec. 249(E) of the bill)

Under present law (Section 121(b) of Public Law 89-97), no Fed-
eral matching payment may be made to any State under the cash assist-
ance programs with respect to “aid or assistance in the form of medical
or any other type of remedial care” for any period for which States re-
ceive title XIX payments or for any period after December 31, 1969.
The Department has restricted application of the 1965 provision to
prohibit only vendor payments for medical or remedial care. States
therefore have the option of including the cost of medical service in
the cash welfare payment to recipients. To date, States have had little
incentive to use this cash grant method of payment, although there is
evidence that some States have used this device to avoid application of
medicaid standards to some substandard nursing homes and inter-
mediate care facilities. ‘

The Department of Health, Education, and Welfare is currently en-
gaged in efforts to strengthen enforcement of skilled nursing home and
extended care facility standards in accordance with statutory require-
ments. With the recent transfer of the administration of intermediate
care facilities to the title XIX program, Federal efforts have also been
directed toward development and enforcement of standards and statu-
tory requirements for these facilities. The committee has included a
number of important provisions designed to upgrade long-term care
services and facilities and strengthen the Federal Government’s en-
forcement activities. The combination of these efforts will require a
large number of facilities, currently receiving title XIX matching
funds, to make substantial improvements in order to remain eligible
providers.

The committee is concerned that a number of substandard skilled
nursing facilities and intermediate care facilities may seek to avoid
the burden of correcting their deficiencies. Under current practice
they could withdraw from the medicaid program and possibly foree
the State agency to continue the support of patients in thege homes b,
adding the cost of care to the patients' monthly welfare payments. y
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The committee has therefore included a provision to preclude Fed-
eral matching for that portion of any money payment which is related
to institutional, medical, remedial or other care which is (or could be)
included under the medicaid program. The thrust of this provision
is to bar using the cash grant system to finance nursing facility care
and services In intermediate care facilities as a means of avoiding
application of title XIX standards for facilities providing these serv-
ices. It is not expected to relate to other title XIX services—such as
dental care or prescription drugs—which are generally not delivered
in an institutional setting (except to the extent such services are defined
by the Secretary to be an essential part of skilled nursing facility or
intermediate care facility services).

A facility providing care which in general resembles or is similar
to that provided under medicaid but which fails to meet Federal
requiments could not seek to circumvent application of this provision
with the claim that since it did not meet title XIX standards and was
not a title XIX facility, its services could not be considered title XIX
services and were therefore not subject to this restriction. Any cash
recipient receiving care in an institution which could, if it upgraded
its services or facilities, be an eligible provider would be precluded
from receiving Federal matching for that portion of his payment
which is related to institutional, medical, remedial, or similar care.
States would continue to receive Federal matching for payments to
persons to finance the cost of room and board in the case of recipients
who require no health related services beyond room and board. In
determining whether cash grant payments for institutional care were
being used to subvert the intent of this provision, however, it is ex-
pected that the Department would carefully examine the amount of

ayment included for the purchase of room and board and compare
1t to amounts expended for title XIX institutional care; a significant
differential in the amount of this payment and the average payments
for ICF or skilled nursing home care would be expected. In addition,
the State would have an obligation to demonstrate to the satisfaction
of the Secretary that persons residing in an institutional setting, fi-
nanced through the cash grant programs, (1) were not receiving inter-
mediate care facility services or skilled nursing home care and (2)
were not in need of such services—i.e., were appropriately placed in
such facilities.

Conditions of Coverage of Outpatient Speech Pathology
(Sec. 283 pf'the bill)

At present, speech therapy services are covered under medicare when

rovided by approved hospitals (on both an inpatient and outpatient
gasis) or home health agencies. The services may be provided by an
employee of the provider or by an outside source (agency, clinic, or
independent practitioner) under contract to the provider. Speech
therapy services are also covered under part B as incident to physician
services, provided they are furnished under the direct supervision of
the physician.

While speech pathology services are generally useful to aged persons
with certain disorders, such services are sometimes unavailable to the



aged due to the small percentage of speech pathologists who are em-
ployed by providers eligible to participate in the medicare program.
Part of the problem is the fact that the outpatient services must be
provided under the direct supervision of a physician. .

The committee has approved an amendment providing that medi-
care part B coverage include speech pathology services—the same
services now covered as speech therapy when furnished as a provider
service—furnished to beneficiaries on an outpatient basis by organized
agencies, clinics or other health centers without necessarily requiring
direct physician supervision of such services. Generally, an organized
setting would be one in which two or more qualified practitioners are
furnishing covered services. Providers would be required to meet
conditions established by the Secretary to assure proper coordina-
tion, continuity, and quality of care. Individuals should continue
as under present law, to be referred by a physician for services fur-
nished by or under the direct supervision of a qualified speech thera-
pist, under a plan for the individual’s total care, established and
periodically reviewed by the physician who retains overall responsibil-
ity for the individual’s care. Reimbursement for services would be
made to the agency, clinic, or center on the basis of reasonable cost.
The amendment would be effective with respect to services furnished
after December 31, 1972.
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Conditions of Coverage of Services of Clinical Psychologists

(Sec. 284 of the bill)

Coverage of the services of clinical psychologists is presently avail-
able on a basis which includes a requirement that the services of such
psychologists must be provided as part of hospital or extended care
services or under direct physician supervision.

The requirement that outpatient services of such psychologists be
rendered under direct physician supervision apparently restricts the
availability of such services to the elderly as there are many psy-
chological clinics which are not physician-directed.

The committee has approved an amendment which would liberalize
the coverage provision under part B limiting coverage of outpatient
services of a clinical psychologist to those provided under direct physi-
cian supervision retaining, however, the other requirements of present
law as well as those additional general requirements described with
respect to broader coverage of speech therapy including that which
would require an organized setting to be one in which two or more
qualified practitioners are furnishing covered services. Additionally,
with respect to psychological treatment, such costs would be ineluded
in and limited by the overall $250 annual limitation on outpatient
treatment of mental illness, as they are under present law when fur-
nished by physicians. The amendment would be effective with respect
to services furnished after December 31, 1972.

Coverage of Podiatric Residents and Interns

(Sec. 276 of the bill)

The Social Security Amendments of 1967 amended th i
definition of “physician” to include podiatrists, Hov:ever,enl:?:‘li\?:;:
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was made in the definition of “approved” teaching programs in hos-
pitals, Whl(;h‘ include the intern and residency programs of other medi-
care “physician” professionals. (Services provided to hospital inpa-
tients by participants in such approved teaching programs are reim-
bursable on a cost basis under the hospital insurance program.) The
committee bill would remove this anomaly by including within the
definition of approved teaching programs the services furnished by
an intern or resident-in-training in the field of podiatry under a
teaching program approved by the Council on Podiatry Education of
the American Podiatry Association.

This provision would be effective with respect to accounting periods
beginning after December 31, 1972.

Outpatient Rehabilitation Coverage
(Sec. 285 of the bill)

Medicare beneficiaries who are not inpatients of hospitals or ex-
tended care facilities, or homebound and entitled to home health serv-
ices, have limited access to certain restorative and rehabilitative serv-
ices. While part B of medicare presently covers outpatient physical
therapy services furnished by providers of services, including clinies,
rehabilitation agencies, and public health agencies, similar coverage
for rehabilitation services which are useful to older people is not pro-
vided in certain types of settings under present law. Thus, medicare
payment cannot be made for services furnished by free-standing
rehabilitation facilities which provide a range of rehabilitation serv-
ices on an outpatient basis which would be covered under existing law
if they were provided by participating home health agencies or by
hospital outpatient departments. The committee has therefore in-
cluded an amendment so that, with appropriate assurances of quality
of care, safety of the patient, and reasonable costs, such services would
be more accessible to beneficiaries.

The committee bill establishes a new benefit category which would
permit reimbursement under part B for outpatient rehabilitation fur-
nished in organized settings. The new benefit would cover physical
therapy, speech pathology, occupational therapy, and medical social
services, provided on an outpatient basis by qualified outpatient reha-
bilitation facilities including providers of services, clinics, rehabilita-
tion agencies, and public health agencies. A physician would have to
certify that the services are required by an individual who needs physi-
cal therapy or speech pathology services and the services must be
furnished in accordance with a plan established and periodically
reviewed by a physician. The plan would prescribe the specific types
of rehabilitation services to be provided and the amount and duration
of such services.

The requirements that organizations must meet in order to provide
the new outpatient rehabilitation benefit would be similar to the types
of standards now imposed on providers of outpatient physical therapy
services. These requirements are intended to assure that only health
care of proper quality will be paid for. The facility would be
required to satisfy conditions relating to medical records, policies gov-
erning the services provided, and State or applicable local licensing
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requirements. The facility would also have to be organized so as to
provide an adequate outpatient rehabilitation program for the services
which it is certified to provide. This would include a requirement that
they have adequate physician participation to the extent necessary to
assure that the services provided are both efficient and properly related
to the total medical needs of the patient. In addition, the facility would
have to meet such other conditions relating to health and safety as the
Secretary may find necessary.

Payments for outpatient rehabilitation services will be on the basis of
reasonable costs as is now done for services furnished by other partici-
pating providers of services. For purposes of administration, it is ex-
pected that pavment for outpatient rehabilitation services provided by
approved facilities or by others under arrangements with them, would
be handled by organizations serving as fiscal intermediaries under part
A of the program. In effect. approved clinics and agencies would be
treated as “providers of services” for purposes of facilitating payment
for outpatient rehabilitation services and as such would have to agree
not to charge any beneficiary for covered services for which payment
would be made under the program and to make adequate provision for
refund of erroneous charges.

The committee bill would extend the provisions of present law under
which State agencies, operating under agreements with the Secretary,
determine whether a provider of services meets the conditions for par-
ticipation in the health insurance program, to provide that State agen-
cies would also determine whether an outpatient rehabilitation facility
meets the appropriate requirements.

The committee does not intend that outpatient rehabilitation cover-
age will be utilized to meet the needs of individuals whose problems
are not primarily related to health care. The committee expects that
the Secretary will take appropriate measures to assure that program
reimbursement will be made only for services furnished to an individ-
ual who requires skilled professional services which are reasonable and
necessary for the diagnosis or treatment of an illness or injury. Should
the Secretary’s review of payments made for outpatient rehabilitation
services reveal abuses or improper utilization of such services which
the statute cannot help him curb, it is expected that he will report such
problems in his annual report to the Congress.

Benefits would be payable for covered outpatient rehabilitation serv-
ices furnished beginning January 1, 1973.

Authority of Secretary To Select Intermediaries and Assign
Providers to Them

(Sec. 286 of the bill)

Under present law, a group or association of providers of services—
hospitals, extended care facilities, and home health agencies—have the
option of nominating an organization or agency to act as the “fiscal
intermediary” between the providers and the Secretary of Health
Education, and Welfare. The Secretary is authorized to enter into an
agreement which provides for the organization or agency to determine
amounts due the providers. Any provider which either elects not to be
bound by the group’s nomination of an intermediary or is not a mem-
ber of a group making such a nomination, may elect to be paid through
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any organization or agency which has entered into an agreement with
the Secretary, if the Secretary and the organization agree to it, or the
provider may elect to deal directly with the Secretary. The Secretary
may enter into an agreement with an organization or agency to act as
a “fiscal intermediary” only if he finds that to do so would be con-
sistent with effective and efficient administration of the program.

An agreement may be terminated by the intermediary or by the
Secretary, with appropriate notice. The Secretary may terminate an
agreement with an intermediary only if he finds that it has failed to
carry out the agreement or that continuation of the agreement is
inconsistent with efficient administration of the program.

The arrangement under present law giving providers of services
wide latitude in their choice of intermediaries was appropriate at the
outset of the medicare program. As the program has matured, how-
ever, such unrestricted choice may be an impediment to efficient and
economical administration. For example, where an intermediary is
selected by only a small minority of providers in an area, it is very
difficult for the intermediary to perform the cost comparisons and
other analyses which are an essential component of determinations of
reasonable costs. Unrestricted choice of intermediaries also raises the
possibility that a provider will “shop” for the most lenient fiscal inter-
mediary. Moreover, unrestricted choice interferes with the Adminis-
tration’s efforts to improve program administration by increasing the
responsibilities of the most efficient intermediaries, while decreasing
the roles of relatively inefficient intermediaries.

Accordingly, administrative prerogatives in the assignment of new
providers to intermediaries and the reassignment of existing providers
should be strengthened. The Secretary should have the primary au-
thority to determine to which intermediary providers may be assigned
or reassigned when they wish to change intermediaries or where con-
tinued availability of a particular intermediary (or direct payment
by the Secretary) in a given locale is inefficient, ineffective, or other-
wise not in the best interests of the program. The Secretary should
consider the preference of the provider, but should also be able to take
a different course of action in the interest of effective program
operation.

The committee bill would authorize the Secretary to assign or
reassign providers to available intermediaries or to require that pay-
ments to 2 given provider be made directly by the Secretary in any
case where such assignment or reassignment would result in more
effective and efficient administration of the medicare program.

This provision would become effective on January 1, 1973.

Limitations on Adjustment or Recovery of Incorrect
Payments Under the Medicare Program

(Sec. 281 of the bill)

Under present law, the Secretary is required to recover overpay-
ments made to or on behalf of an individual where it is determined
that services for which payment has been made were not covered un-
der medicare. Further, present law provides that overpayments made
to providers or other persons for services furnished an individual,
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which cannot be recovered from the overpaid provider of services or
other person, may be recovered by decreasing subsequent payments
to which an individual is entitled under title IT of the Act. .

Present law also provides that adjustment or recovery of an in-
correct payment will not be made with respect to an individual who
is without fault and where such an adjustment (or recovery) would
defeat the purposes of title JI or would be against equity and good
conscience. However, there are no similar provisions specifically au-
thorizing the application of waiver with respect to providers of services
and other overpaid persons. While the Administration has developed
guidelines to specify the sitnations where a provider of services or
other person should not be held responsible for repayment of incorrect
amounts, the committee has added provisions to apply where it seems
inequitable to recover from a provider or the individual.

The committee is particularly concerned about overpayments dis-
covered long after the payment was made. It has therefore, included
an amendment providing that, after 3 years have expired, there will
be a presumption, in the absence of evidence to the contrary, that the
provider or other person shall be deemed to be without fault with
respect to an overpayment and that under such circumstances no col-
lection should be made. However, the Secretary would be authorized
to make the presumption before the 3 years have expired (but not be-
fore 1 year) if he finds that to do so would be consistent with the ob-
jectives of title XVIIT.

The amendment also requires that providers under their participa-
tion agreements (or physicians or other persons where they have ac-
cepted assighments) where collection of an overpayment is made from
the provider or others, be prohibited, after 8 years, from charging
beneficiaries for services found by the Secretary to be medically un-
necessary or custodial in nature, in the absence of fault on the part of
the individual who received the services. However, the Secretary would
be authorized to make the presumption before the 3 years have expired
(but not before 1 year) if he finds that to do so would be consistent
with the objectives of title XVIII.

Additionally, the Secretarv would be authorized to denv claims for
reimbursement made after the lapse of a reasonable period of time
specified by him in regulation, of not less than 1 year nor more than 3
years. This provision is similar to one developed by the committee in
1970 and included in H.R. 17550 as passed by the Senate.

The limit on right of recoverv would anply to notices of payvment
after 1968. The Jimit on filing claims would apply to requests for pay-
ment made after 1970.

14-Day Transfer Requirement for Extended Care Benefits

(Sec. 248 of the bill)

Under present 1aw. medicare beneficiaries are entitled to extended
care benefits only if they are transferred to a skilled nursing facility
within 14 days of discharge from a hospital. The committee added to
the House bill a provision which would modify this requirement in
certain defined cases where failure to begin receiving extended care
services within 14 days would not change the nature of the services as
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a continuation of treatment begun in the hospital. Intervals of more
than 14 days would be permitted when, following discharge from a
hospital, the patient’s condition did not permit immediate provision of
skilled nursing or rehabilitation services, or the nonavailability of
appropriate bed space in facilities ordinarily utilized in the geographic
area prevented admission for not longer than 2 weeks beyond the 14
days. The Secretary would define in regulations the criteria to be ap-
plied in determining whether the 14-day requirement can be waived.

One example of the type of situation intended to be covered is a
patient with a fractured hip who may require little in the way of
skilled care for some time after his discharge from the hospital be-
cause the fracture will not have mended to the point where physical
therapy and restorative nursing can be utilized. In such a case, regu-
lations could indicate that payment of posthospital extended care bene-
fits would start when the patient begins an active program of skilled
care, even though more than 14 days will have elapsed since his trans-
fer from the hospital, since such care would be clearly related to his
hospitalization. Another example would be the case where an indi-
vidual was discharged from a hospital to his home rather than to a
skilled facility because no bed was available and the person’s illness
required the use of private duty nursing on an essentially full-time
basis to provide skilled care. A third example would be a person who
needed daily skilled services and went home because no bed was avail-
able but lack of funds or appropriate services prevented him from re-
ceiving daily skilled care at home and the health of the patient suf-
fered. The cost of this change would not be significant.

Consultants for Skilled Care Facilities

(Sec. 277 of the bill)

Among the conditions of participation for extended care facilities
in the medicare program is the requirement that these facilities retain
consultants in specialty areas such as the maintenance of medical
records and the formulation of policies governing the provision of
dietary and social services. Reimbursement is made to each facility
only for that portion of the costs of the consultants’ services repre-
senting services provided to medicare patients. For example, if 20
percent of the patient days in an extended care facility are medicare
and the remaining 80 percent are medicaid patient days, the facility
can recover only 20 percent of the costs of the consultants’ services
from the medicare program. The remaining 80 percent of the cost
must come from the fixed per diem payment made by the State for
medicaid patients.

The committee is aware that in many parts of the country con-
sultants in these particular specialty areas are in short supply, com-
petition for their services is intense, and the cost of retaining them on
a per diem basis is often prohibitive for many extended care facilities.
In some cases, the difficulty encountered by an extended care facility
in retaining and paying for a consultant is compounded by the fact
that a large number of the facility’s patients are on medicaid. Often
the State has provided similar consultative services for these medicaid
patients, and no additional medicaid allowance can be made for the

78-178 0—72—-21
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outside consultants employed to meet the medicare conditions of
participation.

Under the committee bill those State agencies that are able and
willing to provide these specialized consultative services for medicare
patients in an extended care facility which requests them, would be
suthorized to do so, subject to approval of the State’s arrangements by
the Secretary. The provision of consultative services by the State
agency on this basis would satisfy the medicare requirements relating
to the use of consultants in the appropriate specialty areas. Payment
by medicare would be made directly to the State agency for the costs
incurred in rendering the consultative services. The State agency
would be authorized to limit the availability of these services, consist-
ent with its own assessment of available resources and needs.

This approach is in reality an extension of present responsibilities,
since State agencies have had a consultative as well as a certifying role
in medicare.

The amendment should result in lower costs to the medicare pro-
gram as the consultants would be salaried employees of the State. It
should also lead to more effective use of scarce personnel. Finally,
determination of compliance by a facility with the required consulta-
tive services would be substantially simplified through verification at
a single source—the State agency—rather than with a multiplicity
of individual and scattered consultants.

A similar provision was approved by the committee in 1970 and
included in H.R. 17550 as passed by the Senate in 1970.

Direct Laboratory Billing of Patients
(Sec. 279 of the bill)

Payment under medicare for low cost diagnostic laboratory tests
covered under the supplementary medical insurance program presents
a problem when patients are billed directly for such services by the
laboratory and assign their claims for medicare payment of a portion
of the cost to the laboratory. The problem is that the cost of collection
of an individual bill is large compared with the amount of the bill,
particularly with respect to collection of the coinsurance portion. For
example, where a bill for a laboratory service is $1.50, medicare will
pay only 80 percent, or $1.20, and the laboratory must bill the patient
for the 30 cents coinsurance for which he is responsible. The cost to
the laboratory of billing may exceed 30 cents. a situation which might
result in the laboratory raising its fee for such service to $2.00, so that
it could collect its full charge from medicare without billing the pa-
tient for the coinsurance.

The committee therefore added a provision to the House bill, with
respect to diagnostic laboratory tests for which payment is to be made
to the laboratory, so that the Secretary would be authorized to negoti-
ate a payment rate with the laboratory which would be considered the
full charge for such tests, for which reimbursement would be made
at 100 percent of such negotiated rate. However, such negotiated rate
would be limited to an amount not to exceed the total payment that
would have been made in the absence of such rate.
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Authority of Secretary to Administer Oaths in Medicare
Proceedings

(Sec. 289 of the bill)

Under present law, the Social Security Administration has the right
to take affidavits under oath from beneficiaries, other witnesses, and
principals in cases involving fraud, but only with respect to instances
involving cash or disability insurance benefits (under title IT of the
Social Security Act). There is no provision in title XVIII which
grants the same right with respect to cases involving the medicare
program. ’

As a result, the Social Security Administration personnel have been
limited in their investigations of suspected program abuses because
they may obtain only statements from claimants and other persons
involved in potential fraud cases, as opposed to affirmations under
oath. Witnesses are less likely to change their testimony at the time
of trial if an affidavit is originally taken, since they generally attach
more legal significance to such an affidavit as opposed to a statement
completed on an administrative form.

The committee bill therefore includes a provision which would
authorize the Secretary, in carrying out his responsibility for admin-
istration of the medicare program, to administer oaths and affirma-
tions in the course of any hearing, investigation, or other proceeding.

Termination of Medical Assistance Advisory Council
(Sec. 287 of the bill)

The 1967 Social Security Amendments established a 21-member
Medical Assistance Advisory Committee (MAAC) for the purpose of
advising the Secretary on matters of general policy in the administra-
tion of the medicaid program.

The committee believes that it is helpful from time to time to re-
view the necessity for various advisory groups, and determine whether
they should continue to function, or whether their responsibilities
should be assumed by another existing advisory group.

Many of the areas of concern of the MAAC overlap those of the
Health Insurance Benefits Advisory Council (HIBAC) under medi-
care. The similarities between medicare and medicaid are considerably
greater and more important than the differences. Both are concerned
with hospital, medical, skilled nursing facility care, and related care,
as the major and most costly items of service provided. Patterns of
payment and standards of care between the two programs are closely
related. Further efforts to conform them even more closely, particu-
larly in the area of long-term care, have been made by the committee
in this bill, and by the Department. A single advisory group would
avoid duplicative activity.

The committee has therefore approved a provision to terminate the
Medical Assistance Advisory Council three months following enact-
ment of H.R. 1. Of course the Secretary would still be free to appoint,
as necessary, temporary ad hoc advisory groups to deal with specific
medicaid areas of concern.
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The Council’s responsibility for advising the Secretary on matters
of general policy affecting medicaid would be lodged with the Health
Insurance Benefits Advisory Council.

Extension of 75 Percent Federal Matching for Medical
Personnel Under Contract

(Sec. 282 of the bill)

Present law permits Federal financial participation at the 75-
percent rate for the compensation of skilled professional medical
personnel and staff directly supporting such personnel of the State
agency or of any public agency involved in the administration of the
medicaid program at the State or local level. Such personnel and
staff include physicians; members of other health professions such
as dentists, medical and psychiatric social workers, nurses, and phar-
macists; other specialized personnel, such as research specialists and
experts on medical costs.

Present law, however, provides only 50 percent Federal matching
(the matching rate for general administration of the title XIX
program) for such medical personnel in non-public organizations un-
der contract to the single State agency administering the medicaid pro-
gram. This limitation handicaps States in securing outside medical
personnel on a contract basis with respect to medicaid functions.

The committee has authorized Federal matching under medicaid of
75 percent of the reasonable costs of compensating skilled medical
personnel and direct supporting staff other than those of the State or
other public agencies. The committee included a similar amendment
in H.R. 17550 which was approved by the Senate.

States would thus be able, by contract arrangements, to use such
professional personnel for independent professional and medical
audits required with respect to patients in skilled nursing homes,
mental institutions, and intermediate care facilities whose use might
otherwise not be economical.

Increase in Maximum Federal Medicaid Amount for the
Virgin Islands

(Sec. 271 of the bill)

Under present law, there is an annual ceiling of $650,000 on Fed-

eral matching funds for the Virgin Islands’ medicaid program.
. Over the past several years, there have been substantial increases
in the unit costs of hospital and physicians’ care in the Virgin Islands
which are expected to increase further. There has also been an in-
crease in medicaid eligibles. The committee believes the $650,000
maximum on medicaid payments to the Virgin Islands should be ad-
justed to reflect the impact of these factors.

The committee has approved an increase in the ceiling on Federal
medicaid matching for the Virgin Islands from the present $650,000
to $1 million. ’

There would be no change in the 50 percent Federal m

The provision would be effective for fiscal year 1972 a
year thereafter.

atching rate.
nd each fiscal
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100 Percent Federal Financing of Medicaid Nursing Home
Survey and Inspection Costs

(Sec. 249B of the bill)

At present, Federal matching funds for inspection of skilled nursing
facilities participating in the medicaid program are limited to 75 per-
cent of necessary costs while reimbursement for inspection of medicare
extended care facilities is 100 percent of necessary costs.

The President has recommended that survey and inspection costs of
nursing facilities participating in the medicaid program be 100 per-
cent federally financed.

Present State inspection systems for medicaid skilled nursing fa-
cilities and intermediate care facilities are less effective than they
could be, due in part to the reduced reimbursement rate for these in-
spections which provides an incentive for States to concentrate on
title XVITI reviews. Another result of this difference in reimburse-
ment has been an inadequate number of skilled nursing facility and
intermediate care facility inspectors. The committee believes that full
Federal funding of the reasonable costs of nursing facility inspections
would improve the present system of determining an institution’s qual-
ifications to participate in medicaid and medicare and serve to upgrade
and standardize the quality of services provided by nursing facilities.

The committee has therefore added a provision to allow for 100
percent reimbursement for survey and inspection costs of skilled nurs-
ing facilities and intermediate care facilities under title XIX.

The amendment is effective January 1,1972.

Definition of Physician Under Medicaid
(Sec. 280 of the bill)

Physicians’ services are one of the mandatory items of health care
services which a State must include in its medicaid program. The
committee has amended section 1905(a) (5) of title XIX so as to
include in the statute the definition of a physician, as originally
intended, for purposes of this mandatory coverage as being a duly
licensed doctor of medicine or osteopathy.

Services of other types of health care practitioners are authorized
under other provisions of Section 1905(a). These other types of
practitioner services would remain optional with the States in accord-
ance with the clear intent of the committee originally expressed in
1965 with the enactment of medicaid.

This provision parallels a similar amendment added by the com-
mittee to H.R. 17550 and approved by the Senate.

Optometrists’ Services Under Medicaid
(Sec. 212 of the bill)
Under present law a State can choose to provide optometrists’ serv-
ices as an optional service under its State plan. Some States, however,

which had chosen to include this service as an optional medicaid serv-
ice have dropped optometric care as a reimbursable service from their
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plans, but specifically continued to provide for eye care which an op-
tometrist is also licensed to provide under physicians’ services, which
is a mandatory service under title XIX.

The committee believes that such provisions circumvent the legis-
lative intent as expressed in 1969.

Under the committee bill, a State which previously covered opto-
metric services under medicaid and which, in its medicaid formal
plan, specifically provides coverage for eye care under “physicians’
services” which an optometrist is licensed to perform would also be
required to reimburse such care whether provided by a physician or
an optometrist ; optometrists could not be excluded as potential pro-
viders in these cases.

Withholding of Federal Medicaid Matching Amounts for Certain
Terminated Medicare Providers

(Sec. 290 of the bill)

At present there are many hospitals and extended care facilities
which have withdrawn from participation in medicare without sub-
mitting cost reports to account for payments received under medicare
or refunding overpayments, yet they continue to participate in the
medicaid program and receive payments through that program with-
out penalty.

This problem has been the subiject of an extensive study and report
by the Comptroller General in which he noted that improvements were
needed at both the intermediary and Federal level of medicare to mini-
mize overpayments. In addition he recommended that steps be taken to
withhold other Federal payments, particularly under medicaid, to
these institutions.

The committee amendment would authorize the Secretary of
Health, Education, and Welfare to withhold (subsequent to sixty days
advance notice to a State) future Federal financial participation in
State medicaid payments to institutions which have withdrawn from
medicare without refunding medicare overpayments or submitting
cost reports to account for medicare payments to them during their
participation in that program. The amendment is designed to recover
funds which have been overpaid to terminated medicare providers and
is not intended to penalize either the States or other title X VIII and/
or title XIX providers. If the terminated providers in question enter
into substantial negotiations with medicare, it is expected that the
withdrawal of Federal financial participation for that provider would
no longer apply.

Intermediate Care Facilities
(Secs. 297, 298, and 299 of the bill)

In order to provide a less costly institutional alternative to skilled
nursing home care, the committee and the Congress approved in 1967
an amendment to title XT of the Social Security Act which anthorized
Federal matching for a new classification of care provided in “inter-
mediate care facilities.” The provision was intended to authorize a
mechanism for appropriate placement of patients professionally de-
termined to be in need of health-related supportive institutional care
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k};lut n_(t>t ltha,t level of care provided by skilled nursing homes or mental
ospitals.

Section 254 of the House bill provides for the transfer of the inter-
mediate care facility program from title XI to title XIX, making
these facilities subject to standards set by the Secretary and services in
these facilities available to the medically indigent (at State option).
This provision is now unnecessary as the section was, subsequent to
House action on H.R. 1, separately enacted into law as part of Public
Law 92223, with modifications, and became effective January 1, 1972.

The committee has therefore deleted section 254 from the House bill.
In its place, the committee has substituted several technical amend-
ments which clarify the committee intent with respect to the ICF pro-
visions of P.L. 92-223. These changes make clear that : (a) independent
professional review of title XIX patients is required in all interme-
diate care facilities (section 298) and that (b) intermediate care facil-
ity services are to be covered for individuals age 65 or over in mental
institutions, as well as inpatient hospital services and skilled nursin,
home services (section 291‘;). In addition, language has been include
which clarifies the designation of the base period for the maintenance
of effort requirement pertaining to non-Federal expenditures with re-
spect to patients in public institutions for the mentally retarded to be
the four quarters immediately preceding the quarter in which the State
elects to provide such services under title XIX. The committee limited
this maintenance of effort requirement to the first three years the pro-
gram is in effect under title XIX (the requirement would expire
December 31, 1974 under the committee amendment) because the basic
purpose of such maintenance of effort requirements is to assure against
wholesale reductions in State effort with the introduction of Federal
dollars at the outset of a program and not to provide a perpetual ob-
ligation to continue expenditures at or above some previous historic
level which has no relationship to later circumstances. The committee
expects that the maintenance of effort provision will be implemented
in a manner which will not impede the relocation and transfer of per-
sons in public institutions for the mentally retarded to non-institu-
tional community settings, and between institutions in the State.

Training of Intermediate Care Facility Administrators

(Sec. 296 of the bill)

Until July 1, 1972, medicaid funds supported State training pro-
grams for waivered nursing home administrators designed to remove
deficiencies in the qualifications of the administrators which would
have otherwise prevented them from meeting State licensure
requirements.

Public Law 92-223 authorized the transfer of the title XTI interme-
diate care facility program to the title XIX program making possible
the provision of ICF care as an optional service under a State
medicaid plan. It also provided the Secretary with authority to set
standards for YCF’s. The committee has been advised by the Depart-
ment that the ICT regulations to be issued by the Secretary will include
standards for administrators of ICK’s, and that a substantial portion of
the administrators now operating ICF’s may be unable to meet these
standards.
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. The committee has therefore authorized expenditure of funds under
title XIX for the two-year period ending June 30, 1974 to provide for
supplemental training of ICF administrators who are unable to meet
such standards as may be established in regulations by the Secretary.

Intermediate Care Services in States Which Do Not Have a
Medicaid Program

(Sec. 292 of the bill)

Title XIX provides for Federal matching for medical services pro-
vided to low-income persons through State medicaid programs. States
were required to have medicaid programs in effect as of January 1,
1970 or they could no longer receive Federal matching for medical
vendor payments. To date, 52 jurisdictions have established programs
under title XIX. Arizona and Alaska have not, as yet. chosen to par-
ticipate in the program.

In 1967, the Congress made provision for Federal matching of pay-
ments for intermediate care facility services under title XI; as such,
these pavments were not considered to be medical vendor pavments,
and Federal matching was available independently of whether the
State also had established a title XIX program. Public Law 92-223,
provided, effective January 1, 1972, for the transfer of the intermedi-
ate care facility program to title XIX, making possible the provision
of ICF care as an optional service under a State medicaid plan to
both those eligible for cash assistance and the medically needy. Match-
ing was no longer available for these services nnder the cash payment
programs.

An unintended effect of P.L. 92-223 was to deny the possibility of
Federal matching for intermediate care facility services in those States
without medicaig programs. Therefore the committee has added an
amendment to the bill to allow matching for intermediate care facility
services under title XI in those States which did not, on .Januarv 1,
1972 have in effect an approved State plan under title XIX. Thus
section 1121 would continue to apply to States without medicaid pro-
grams until the first day of the first month after January 1, 1972, that
the State has in operation an approved State plan under title XIX.

Intermediate care facilities participating in a program in those
States which do not have a title XIX program would be expected to
meet the same basic standards prescribed by the Secretary for inter-
mediate care facilities participating in the medicaid program.

Deletion of the Maintenance of Effort Reauirement for Care for
Individuals Age 65 and Over in Mental Hospitals

(Sec. 295 of the bill)

Current medicaid law restricts coverage of inpatient care in insti-
tutions for mental diseases to individuals 65 years of age or older who
are otherwise cligible for medicaid. Under the provisions of the origi-
nal statute, Federal matching for these services was tied to a require-
ment that the fiscal effort of State and local governments for these
services be maintained. Specifically, seetion 1903 (b) (1) required that
States make a showing satisfactory to the Secretary that total expendi-
tures from Federal, State, and local sources for mental health services
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(including payments to or in behalf of individuals with mental health
problems) under State and local public health and public welfare pro-
grams for a given quarter exceed the average of the total expenditures
from such sources for such services for each quarter of the fiscal year
ending June 30, 1965.

The committee believes that this maintenance of effort requirement
has ceased to have any real effect because the base period for expendi-
tures is now outdated. Continuation of the maintenance of effort re-
quirement, even if updated, would not be desirable because it has ful-
filled its basic purpose—to assure that there would not be substantial
decreases in non-Federal effort with the introduction of Federal dol-
lars for support of inpatient care for those 65 and older in institutions
for mental diseases. The fiscal commitment of State and local govern-
ments to this health care area is now clearly established, and the possi-
bility of a large-scale cut-back does not appear likely. The committee
has, therefore, deleted the maintenance of effort requirement.

Disclosure of Ownership in Intermediate Care Facilities
(Sec. 299A. of the bill)

Present legislation requires that information regarding the owner-
ship of any facility participating as a skilled nursing home under
medicaid be made available to the State licensing agency. Each person
having a direct or indirect ownership interest of 10 percent or more in
the home must be identified : in the case of those homes organized as a
corporation, the identity of each officer and director of the corpora-
tion; and in the case of those homes organized as a partnership, the
identity of each partner. Each facility is to report to the State agency
any changes in the status of its ownership.

In the belief that standards for skilled nursing facilities under both
medicare and medicaid should be uniform, the committee has pro-
vided elsewhere in this bill that this requirement should also be applied
to skilled nursing facilities participating in the medicare program.
Intermediate care facilities, not otherwise licensed as skilled nursing
homes by a State, will make ownership information available to the
Secretary of Health, Education, and Welfare.

Public Law 92-223 transferred the intermediate care facility pro-

ram from title XI to title XIX effective January 1, 1972, and gave
the Secretary authority to establish standards for intermediate care
facilities.

Present law does not require disclosure of ownership of ICF’s al-
though these facilities have problems comparable to skilled nursing
homes which disclosure is intended to help solve. The committee be-
lieves that it is desirable to have the disclosure of ownership require-
ment also apply to intermediate care facilities participating under
medicaid and has approved an amendment to that effect.

4. PROVISIONS OF THE HOUSE BILL WHICH WERE DELETED BY THE
COMMITTEE

Supplementary Medical Insurance Deductible

Under present law, a deductible equal to the first $50 of expenses
incurred by a beneficiary for services of the type covered under the
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gupplementary medical insurance program is payable by the bene-
clary. .

Recognizing that medical costs have risen considerably since the
beginning of the medicare program, the House concluded that it would
be appropriate to increase the supplementary medical insurance de-
ductible to $60 as of January 1, 1972.

The committee has deleted this provision (section 204) from the
House bill. It is the committee's belief that the House provision does
not take into account the fact that due to increased medical care costs,
aged beneficiaries (according to the Department of Health, Education,
and Welfare) are paying nearly as much out of pocket for medical care
now as they were prior to medicare. The 20 percent coinsurance which
they must pay—apart from any amounts in excess of medicare’s “rea-
sonable charge” determination—is being paid on substantially higher
charges today than obtained in 1965. Finally, while it can be argued
that deductibles and co-payments may deter unnecessary care, it may
also be argued that such requirements can also serve to deter the seek-
ing of necessary care. The committee believes that effective operation
of the Professional Standards Review Organizations should serve to
assure the medical necessity of services provided—an approach which
appears preferable to imposing economic barriers to necessary as well
4 UNnecessary care.

Limits on Payments for Skilled Nursing Home and Intermediate
Care Facility Services

Section 225 of the House bill provided that for any calendar quarter
beginning after December 31, 1971 the average per diem cost for
skilled nursing homes and intermediate care facilities countable for
Federal financial participation would be limited to 105 percent of such
costs for the same quarter of the preceding year, It would also author-
ize the Secretary by regulation, to increase the percentage to take ac-
count of increases in per diem costs which result directly from in-
creases in the Federal minimum wage, or which otherwise result
directly from provisions of Federal law enacted (or amendments to
Federal law made) after the date of enactment of H.R. 1.

The committee shares the concern of the House over rising expendi-
tures for skilled nursing home and intermediate care facility services
which are due to rising costs or inappropriate utilization. However,
it does not believe that section 225 would be an equitable or adminis-
trable method of achieving cost control.

The committee believes that section 225 is inconsistent with
an upgrading of care in facilities which may result in addi-
tional costs for the facility. The provision would be difficult to
administer and inequitable in that it does not take into account many
uncontrollable expenses and places an arbitrary limit, unrelated to
services rendered, on payments to a facility. Furthermore, the Pro-
fessional Standards Review provision approved by the committee
should assure proper utilization of long-term care facilities and over
time should serve to effectively control costs for these services, In addi-
tion, the committee has approved an amendment which would require
States to reimburse skilled nursing facilities and ICF’s on a reason.
able-cost related basis by July 1, 1974. The PSRO amendment, as well
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as the requirement for a reasonable differential between average State-

wide reimbursement rates for ICF and skilled nursing facility care,

will also contribute to more equitable and rational payment for insti-

tutional care, while providing some control on cost increases.

b_l’{‘he committee has therefore deleted the section from the House
ill.

Determination of Reasonable Cost of Inpatient Hospital Services
Under Medicaid and Maternal and Child Health Programs

Under regulations issued by the Secretary, States are required to
reimburse hospitals for inpatient care under medicaid on the basis of
the reasonable cost formula set forth in medicare, except on an ex-
perimental and demonstration basis.

Section 232 of the House-passed bill would allow States, generally,
to develop their own methods and standards for reimbursement of the
reasonable costs of inpatient hospital services, thereby giving them
flexibility in working out payment arrangements with their hospitals.
Reimbursement by the States would in no case exceed reasonable cost
reimbursement as provided for under medicare.

The possibility exists that section 232 may provide the opportunity
for States to reimburse hospitals under medicaid at less than the cost
of medicaid services, and the committee feels that this would be un-
desirable.

The committee has, therefore, deleted the section.

Coverage of Ptosis Bars

Under medicare’s supplementary medical insurance program, spe-
cific provision is made for the coverage of leg, arm, back, and neck
braces, which includes a variety of devices used to support weak or
deformed body members or to restrict motion in a diseased or injured
part of the body. However, medicare does not pay for ptosis bars used
to support the drooping eyelids of patients suffering from paralysis
or atrophy of the muscles of the upper eyelid. The House bill would
cover these devices in the same way as other supportive devices or ap-
pliances. No payment would be made for eyeglasses to which such de-
vices may be attached. Based upon expert professional opinion that
ptosis bars are generally ineffective and usually contraindicated, the
committee has deleted the provision from the bill.

Prohibition Against Requiring Professional Social Workers in
Extended Care Facilities Under Medicare

In order to participate as an extended care facility under the
medicare program, institutions are now required to engage the services
of a professional social worker. This requirement 1s not specified
in the statute but was promulgated by the Secretary under his authority
to establish conditions deemed necessary for the health and safety
of patients. Some facilities have had difficulty obtaining such consui-
tation, and where obtainable, the consultants have often been quite
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expensive. To alleviate this problem, a provision was included in the
House bill which would prohibit the Secretary from requiring pro-
vision of medical social services as a condition of participation for
an extended care facility under medicare. . .

The committee bill would delete the House provision. Social serv-
ices are potentially valuable in controlling and assuring proper utiliza-
tion, since the social work personnel are primarily responsible for dis-
charge planning. Just last year, subsequent to House approval of FLR.
1, the Joint Commission on Accreditation established a requirement
that hospitals have social service units designed to facilitate dis-
charge planning. Removal of the requirement to provide such services
would not be in the best interests of either the medicare program or
its beneficiaries.
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Requirements for Nursing Home Administrators

Present law provides that a skilled nursing home which is receiving
medicaid payments must be operating under the supervision of an
administrator licensed by the State agency or board whose purpose
it is to develop, impose, and enforce standards regarding the qualifi-
cations and training of individuals applying for such a license. The
current provision also permits the appropriate State agency or board
to grant a waiver with respect to any of its standards to individuals
who served as an administrator for the calendar year immediately
preceding the calendar year in which the requirements for a licensure
program were first met by the State provided there is a training pro-
gram operating in the State to enable individuals to meet the require-
ments necessary to obtain a license. The waiver authority, however,
expired on June 30, 1972.

The House was concerned that persons who have worked as nursing
home administrators should not be precluded from serving in this
capacity because they fail to meet certain statutory requirements of
the medicaid program. The House therefore amended present law
to permit States to grant a permanent waiver from title XIX
requirements for licensure to those individuals who served as nursing
home administrators for the three-vear period preceding the year
the State established a licensure program.

The Finance Committee approved the licensure provision in 1967
as a means of upgrading the quality of personnel administering
nursing homes. The committee believes that a permanent waiver in
regard to licensure requirements would be inconsistent with and pos-
sibly detrimental to assuring patient care of proper quality and the
emphasis on the professional upgrading of nursing home standards.

The committee has therefore deleted this provision (section 269)
from the bill.

Termination of the National Advisory Council on Nursing Home
Administration

Included in the Social Security Amendments of 1967 w

vision for the establishment of a National Advisory C;fn:;ilp?r;



327

Nursing Home Administration whose purpose was to study, develop,
and advise the Secretary of Health, Education, and Welfare and the
States on issues related to qualifications, training, and licensure
programs of nursing home administrators. The Council was scheduled
to terminate on December 31, 1971.

After reviewing the operation of the Council, and since the Council
had completed its work at a date earlier than that provided by statute,
the committee included a provision in H.R. 17550 providing for termi-
nation of the Council as of December 31, 1970. The House included a
similar provision (section 270) in H.R. 1. However, the Council ex-
pired by statute on December 81, 1971, and the amendment terminating
the Council is now unnecessary.

5. ADDITIONAL MATTERS OF CONCERN TO THE COMMITTEE

Coordination of Regulatory Activities for Clinical Laboratories

At present, the Department of Health, Education, and Welfare reg-
ulates laboratory operations and performance under two different
programs—the medicare program, administered by the Social Se-
curity Administration, and the program for regulating laboratories
engaged in interstate commerce, administered by the Center for Dis-
ease Control of the Health Services and Mental Health Adminis-
tration. The two Federal programs issue separate regulations, apply
different standards, and are administered by different personnel.
However, the committee has been informed that efforts have been un-
dertaken by the Department to coordinate the activity of its compo-
nents with respect to regulation of clinical laboratories.

In order to try to eliminate the dual operation in favor of a single
approach, the committee expects that the Secretary of Health, Educa-
tion, and Welfare will continue to initiate such administrative changes
as might result in uniform standards and policies and the placing of
responsibility for regulating interstate laboratories in one organiza-
tional component of the Department. The committee also expects that
the Secretary will report to it not later than 6 months after enactment,
concerning the changes initiated, and that he will recommend such
legislative action, if any, which may be required to avoid duplication.

Outpatient Physical Therapy in Rural Communities

Under present law outpatient physical therapy services are covered
under medicare only when furnished by participating hospitals, ex-
tended care facilities, home health agencies, clinics, rehabilitation agen-
cies, and public health agencies. The participating provider may fur-
nish outpatient physical therapy through employees or by making suit-
able arrangements for self-employed physical therapists to work under
its supervision. Payment is permitted f};r services in a self-employed
therapist’s private office only where the participating organization 1s a
public health agency and neither it nor the other participating pro-
viders in the area are able to furnish a full range of physical therapy
procedures on an outpatient basis. This approach was adopted be-
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cause of the probability that participating organizations which provide
none of the services themselves would not be able to adequately super-
vise the services independent practitioners perform in their private
offices. An exception was made in the case of public health agencies be-
cause they represent the only participating provider in many rural
areas and they often are not able to provide physical therapy on their
premises. These agencies have no choice but to rely on a local inde-
pendent practitioner and his facilities to provide physical therapy to
their patients. . . .

While the committee supports this policy, it has come to the
committee’s attention that there are also some rural communities where
the only participants in the medicare program are hospitals which do
not provide physical therapy on their premises. The committee believes
that the Secretary should accord such hospitals the same treatment ac-
corded to public health agencies in order to assure that covered out-
patient physical therapy is available to beneficiaries in these rural
areas. The committee understands that some rural hospitals have al-
ready arranged for necessary physical therapy services to be provided
to beneficiaries off their premises but in the community served by the
hospital. If he has not already done so, it expects that the Secretary
will validate such arrangements where they were reasonable under the
circumstances.

Qualification of Home Health Agency

One of the statutory requirements for participation in medicare
as a “home health agency” is that the agency must be “primarily
engaged in providing skilled nursing services and other therapeutic
services.” It has come to the committee’s attention that this require-
ment has been interpreted to mean that an agency which has only
nurses on its staff may not participate in medicare as a home health
agency even though the nurses may perform services in addition
to nursing. In the committee’s view, a home health agency which
provides skilled nursing and other therapeutic services should not be
disqualified from participating solely on the ground that it employs
only skilled nurses to provide such services. The committee expects
that the Secretary will take this view into account in determining
an agency's eligibility to participate in medicare and medicaid as a
home health agency.

Home Health Services

_ Home health services are presently covered under medicare only
if they are provided by a qualified honie health agency under an overall
plan of treatment prescribed by a physician for a beneficiary who has
a need for such services. Although there is no requirement that the
coverage of home health services under medicaid be similarly limited.
in fact the same requirements have also been applied. However, in some
rural areas and small towns there are no home health agencies and only
a few physicians to provide services over broad geographical areas.
Some physicians in these areas call upon nurses to provide certain serv-
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ices to homebound patients. Such services could be covered as “home
health services” if provided by a qualified home health agency or as
services “incident to a physician’s service” where the physician actually
accompanied the nurse. These services are, of course, services which
the nurse is licensed to perform. In the absence of a home health
agency, the only way they now may be paid for under medicare is for
the physician to perform such services himself or to accompany his
nurse to the patient’s home.

The committee believes that these alternative arrangements for pay-
ment represent a highly uneconomical use of scarce physician man-
power. The Secretary of Health, Education, and Welfare should waive
the normal requirements with respect to coverage of health services
performed ime patient’s home, so as to cover certain added services
where: (1) the service was individual or intermittent; (2) the service
was rendered by a nurse or trained technician employed or engaged
(under arrangements acceptable to the Secretary) by a visiting nurse
association or similar organization or by a physician; (3) the service
of such a professional was required for the care of the patient; (4)
there was either no participating home health agency servicing the
area or none servicing the area which could provide the service in a
timely fashion; (5) the cost to the program is probably less than it
would have been had the service been performed incident to a physi-
cian’s services; and (6) the service is ordinarily provided in a manner
which the Secretary finds appropriate. The Committee expects that
similar services would also qualify for reimbursement as home health
services under the medicaid program.

The committee suggests that the services covered by the waiver be
limited to those services which could be covered if performed as a
regular home health service or incident to a physician’s service. Pay-
ment would be made at no more than the reasonable charge or reason-
able cost, as appropriate, for such services.

Mepicam BeNeriT CosT EsTimMaTEs UNDER CURRENT LAW AND SENATE
Version oF H.R. 1, CALENDAR YEARs 1978-77

In compliance with section 252(a) of the Legislative Reorganization
Act of 1970, the following statement, provided by the Department of
Health, Education, and Welfare, is made relative to the costs incurred
in carrying out the medicaid provisions of this bill. With the excep-
tion of the item noted on the projected costs and savings, the commit-
tee and the Department reasonably agree.

1. Base program costs for medicaid are derived from estimates of
medical vendor payments, projected from the base of the fiscal year
1973 expenditures contained in the President’s budget, and adjusted to
reflect the inclusion of services in intermediate care facilities (trans-
ferred from title XI to title XIX, effective January 1, 1972). Three
basic factors influence the estimates of title XIX costs over the 5-year
period : inflation in medical care costs, growth in the eligible popula-
tion (generally reflecting the increase in the cash assistance popula-
tion), and changes in patterns of utilization. The rates of inflation
assumed vary somewhat by type of service; they are in line with the
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policies of the wage-price guidelines, and parallel those used by the
Socia] Security actuaries in estimating future costs under txtle.XVI_II.

9. The current law estimate is based on assumptions of continuation
of current programs for cash assistance for families and needy adults,
and continuation of current medicaid. The estimates are based on
assumptions of slightly increased use of noninstitutional services in
response to program policies and initiatives planned over the 5-year

eriod. X

P 3. Estimates of the impact of the Senate version of HL.R. 1 account
only for the impact of the title IT provisions. Offsets occurring under
title XIX because of changes in title XVIII coverage have been in-
cluded. It should be noted, however, that the impact of extending
medicaid to employment program families (who are ineligible under
the terms of the current program because of the presence of an em-
ployed father in the home) have not been included, because they are
more properly reflected as a cost resulting from title IV of the bill.
Similarly, no estimate has been prepared of the impact of the provi-
sion for treatment of alcoholics and addicts under title XV of the
Social Security Act. In general, the cost implications of that provision
will consist of transfers from one program (in this case title XIX) to
another, the title XV program. .

4. Tt should be noted that the cost estimates of the Senate version of
H.R. 1 are not directly comparable to similar estimates of the impact
of the House version on H.R. 1. This is the result of several factors:

(a) The projections of program costs prepared in conjunction with
the House version of HL.R. 1 were derived from a slightly different base
than was used for estimating purposes for the Senate bill. This reflects
the fact that the estimates prepared in conjunction with the Senate ver-
sion of H.R. 1 were prepared nearly one full year later, and more re-
cent data were available upon which to base program estimates. The
projection of current program costs prepared in conjunction with this
bill are therefore more recent and more accurate.
 (b) The base figures used for preparation of estimates for this bill
included expenditures for intermediate care facilities, reflecting the
transfer of this service to title XIX. )

(c) The 20 percent increase in social security benefits recently en-
acted into law caused some reduction in the size of the population eli-
gible for medicaid, and lowered slightly the base of medicaid
expenditures.

(d) The estimates prepared in conjunction with the House bill were
fiscal year figures. The figures accompanying this bill are on a calendar
year basis.

(e) The figures prepared in conjunction with the Senate bill rep-
resent total title XIX expenditures (medical vendor payments and
administrative costs). The estimates prepared in conjunction with the
House bill represented medical vendor payments only ; administrative
costs were not included. In general, administrative costs are aApproxi-
mately 5 percent of medical vendor payments under title XTX,

‘( fl) The effective dates of many of the provisions in the Senate bill
are later than those contained in the House bill. This accounts for a

substantial difference in the estimate of the impact of ¢ ills i
tho nitial youne e impact of the two bills in
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IMPACT OF SENATE VERSION OF H.R. 1 ON FEDERAL MEDICAID
COSTS, CALENDAR YEARS 1973-77

[Millions of dollars]

Federal fiscal impact

Calendar
year 1973 1974
Section (from House bill):

201 Coverage of disabled under medi-
CAre. ... -30 —67
207 Comprehensive health care........ .. —74 —162
208 Cost sharing under medicaid.. ..... —62 —-62
209 Determination of payments... . ...... +79 +29
231 Maintenance of effort. ... ...... ... .. =570 1-640
271 Increased matching to Puerto Rico .. +10 +10

New provisions:

Drugs under medicare.................. . =24 —51
Coverage of mentally ill children.... ... . +52 +120
Level of care requirements. ..... ...... ... -13 -14

75 percent matching on contract medical
personnel.............. ... ... .. ... +5 +6

100 percent reimbursement-SNH in-
spectors....... ...... . .. ..... +19 +21
Reasonable cost related reimbursement...... .... +17
Total Federal fiscal impact........... .. 1—608 1-793

1 The committee does not agree with the Department concerning the estimate of
savings. Because of the substantial savings accruing to States under various pro-
visions of the bill, the committee does not anticipate any wholesale cutbacks by
States in their medicaid programs. The purpose of the amendment involved was to
permit States to make orderly (and often short-term) adjustments in their medicaid
programs from time to time as circumstances dictated. Thus, the calendar year
1973 total of savings should be reduced by about $500,000,000 and that for 1974
by some $600,000,000.

MEDICAID COST ESTIMATES, CURRENT LAW AND SENATE
VERSION OF H.R. 1, CALENDAR YEARS 1973-77

[Millions of dollars]

Calendar year 1973 1974 1975 1976 1977
Current law. . . ... 5655 6,559 7,542 8,579 9,674
H.R. 1, Senate version. . 5047 5,766 6,679 7,609 8,593
Federal savings........... '608 '793 '863 !'970 '1,081

1 Committee does not agree. See footnote on preceding table.

78-178 0-—72——22
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V. FINANCING OF SOCIAL SECURITY TRUST FUNDS
A. Financing Provisions

Consistent with the policy of maintaining the social security pro-
gram on a financially sound {)asis, which has been followed in the past,
the committee bill would make provision for meeting the cost of the
expanded program under the bill. To meet the cost of the improve-
ments in the cash benefit programs and the extension of medicare
coverage to disabled beneficiaries and to include drug coverage, the
schedule of tax rates would be revised as shown in table 1 below. Under
both present law and the committee bill, the limitation on wages tax-
able under social security would be increased from $9,000 in 1972 to
$10,800 in 1973, to $12,000 in 1974, and starting in 1975 the limit would
rise as average wages increase.

TABLE 1.—-SOCIAL SECURITY TAX RATES FOR EMPLOYERS
EMPLOYEES, AND SELF-EMPLOYED PERSONS UNDER PRES-
ENT LAW AND COMMITTEE BILL

[in percent]

Employer and employee,
each Self-employed

OASDI HI Total OASDI all Total

Present law:
1972

.................. 4.6 0.6 5.2 69 0.6 7.5

.................. 4.6 9 55 6.9 .9 7.8
1974t01977.......... 4.6 9 55 6.9 9 7.8
1978t01985.......... 4.5 1.0 55 6.7 1.0 7.7
1986t01992. . ....... 4.5 1.1 56 6.7 1.1 7.8
1993 to 2010........ 4.5 1.2 5.7 6.7 12 7.9
2011 and after........ 535 12 655 7.0 1.2 8.2

Committee bill:

1972 ... ...l 4.6 6 5.2 6.9 6 7.5
1973t0 1977......... 4.9 1.1 6.0 7.0 1.1 8.1
19781t01980......... 495 13 625 7.0 13 8.3
1981t01992......... 495 15 645 7.0 15 8.5
1993t02010......... 495 16 655 70 16 8.6
2011 and after........ 605 16 765 7.0 1.6 8.6
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B. Social Security Cash Benefit Programs
Actuariar, Assumrrions Usep Berore 1972

The financing of the social security cash benefit programs has
always been carefully considered by the Congress with a view toward
ensuring the actuarial soundness of the old age, survivors and dis-
ability Insurance system. Actuarial soundness has meant that the esti-
mated future income from contributions and interest earnings on the
accumulated trust fund investments would over the next 75 years pay
for the expenditures for benefits and administrative expenses.

The long-range estimates for the social security cash benefit pro-
grams have until now been based on the assumption that earnings
and benefit levels would not change over the next 75 years. This
does not mean that covered payrolls were assumed to be the same
each year; rather, they were projected to rise steadily as the covered
population at the working age was expected to increase.

The assumption that neither wages nor prices would increase in the
future was not meant as an economic forecast but rather as a pur-
posefully conservative assumption on which to base a measure of the
long-range cost of the program and proposed changes in the program.
The assumptions recognize the probability that wage levels will
continue to rise in the future and that Congress will act to increase
benefits. Moreover, because of the conservative nature of the assump-
tions, when the costs are expressed in terms of a percentage of payroll,
they allow for an increase in benefit levels in proportion to any rise
in wage levels that actually does occur. In fact, as earnings levels
and prices have actually increased, actuarial surpluses accumulated
which could be and were used (o finance a part of the cost of further
benefit increases. Along with the periodic congressional action to in-
crease benefits, the tax rates for the short-range future were generally
adjusted to prevent a large accumulation of trust funds. These adjust-
ments have generally meant that in recent years the trust funds have
had sufficient assets to pay for a little more than 12 months of current
benefits, as shown in the table below. Thus as a practical matter, the
legislation enacted by the Congress in the past decade has resulted
li)n the social security program being operated on a pay-as-you-go

asis.

(338)




339

TABLE 2.—INCOME AND OUTGO OF SOCIAL SECURITY CASH
BENEFIT TRUST FUNDS

[In billions of dollars]

incream:lglE Assets, end

Year income Outgo decrease of year
12.9 13.4 —0.5 22.2
13.7 15.2 —1.5 20.7
16.2 162 ............ 20.7
17.5 17.0 0.5 21.2
179 19.2 —1.3 19.8
234 20.9 2.5 22.3
26.4 22.5 3.9 26.2
28.5 26.0 2.5 28.7
33.3 27.9 5.5 34.2
37.0 33.1 3.9 38.1
40.9 38.5 24 40.4

CHANGE IN ACTUARIAL ASSUMPTIONS

With the enactment of Public Law 92-336, the Congress adopted a
schedule of tax rates which is based on a new set of actuarial assump-
tions. The new assumptions do not change the cost of the program;
they merely change the way in which the cost is measured and conse-
quently the tax rates scheduled in the law. The major modification is
that the actuarial projections now assume an increase in both wages
and prices in future years.

ConTriBUTION RATE ScHEDULE ¥or OLD-AGE, SURVIVORS, AND
DisapiLity INsURANCE IN THE CommiTTEE BIiLn

The contribution rate schedule for old-age, survivors, and disability
insurance contained in the committee bill, as well as that under present
law, is shown in table 3 below. The maximum earnings bases to which
these tax rates are applied are the same under the committee bill as
under present law-—that is. $9,000 for 1972. $10.800 for 1973 and
$12,000 for 1974; thereafter, the base would rise automatically as
average earnings rise.
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TABLE 3.—TAX RATES FOR SOCIAL SECURITY CASH BENEFIT
PROGRAMS, PRESENT LAW AND COMMITTEE BILL

[In percent]

Combined employer-

employee rate Self-employed rate
Present Committee Present Committee
Calendar year law il law bill
1972, .. .l 9.2 9.2 6.9 6.9
19731t01977.............. 9.2 9.8 6.9 7.0
19781t02010.............. 9.0 9.9 6.7 7.0
2011 and after............ 10.7 12.1 7.0 7.0

SELF-SUPPORTING NATURE OF SYSTEM

The Congress has always carefully considered the cost aspects of
the old-age, survivors, and disability insurance system when amend-
ments to the program have been made. In connection with the 1950
amendments, the Congress stated the belief that the program should
be completely self-supporting from the contributions of covered in-
dividuals and employers. Accordingly, in that legislation the provision
of the law in effect at that time which authorized appropriations (if
needed) from general revenues of the Treasury was repealed. This
{)lolicy has been continued in subsequent amendments. The Congress

as very strongly believed that the tax schedule in the law should make
the system as nearly self-supporting as possible, on the basis of the
best available actuarial projections.

AcCTUARIAL SOUNDNESS OF THE SYSTEM

The concept of actuarial soundness as it applies to the old-age, sur-
vivors, and disability insurance system differs considerably from this
concept as it applies to private insurance or private pension plans,
although there are certain points of similarity with the latter. In
connection with individual insurance, the insurance company or other
administering institution must have sufficient funds on hand so that
if operations are terminated, it will be in a position to pay off all the
accrued liabilities. This, however, is not a necessary basis for a na-
tional compulsory social insurance system and, moreover, is frequently
not the case for well-administered private pension plans, which may
not, as of any given time, have enough assets to cover all the liability
for prior service benefits. ’

It can reasonably be presumed that, under Government auspices,
such a social insurance system will continue indefinitely into the fu-
ture. The test of financial soundness then, is not a question of whether
there are sufficient funds on hand to pay off all accrued liabilities.
Rather, the test is whether the expected future income from tax con-
tributions and from interest on invested assets will be sufficient to
meet anticipated expenditures for benefits and administrative costs
over the long-range period considered in the actuarial valuation. Thus,
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the concept of “unfunded accrued liability” does not have the same
significance in a social insurance system as it does in a plan established
under private insurance principles. In a social insurance system, unlike
a private system, it is quite proper to count both on receiving contri-
butions from new entrants to the system in the future and on paying
benefits to this group during the period considered in the valuation
in_determining whether « social insurance system is in actuarial
balance.

. The old-age, survivors, and disability insurance program is actuar-
ially sound if the estimated future income from contributions and
from interest earnings on the accumulated contingency trust funds
will, over the long-range period considered in the valuation, support
all the system’s expenditures. Obviously, future experience may be
expected to vary from any actuarial cost estimates made now. None-
theless, the intent that the system be self-supporting (and actuarially
sound) can be expressed in law by utilizing a contribution schedule
that, according to the cost estimates being used, results in the system
being in balance or substantially close thereto.

Basic AssumrerioNn ¥or Cost ESTIMATES

General Basis for Long-Range Cost Estimates

The long-range estimates for the old-age, survivors, and disability
insurance program presented in this report are based on the assump-
tion that average earnings in covered employment will increase in the
future at an annual rate of 5 percent. Similarly, the assumption has
been made that the Consumer Price Index will increase at a constant
annual rate of 23/ percent. These two assumptions yield an implied
increase in real earnings of 214 percent per year, which is close to the
actual average experience of the last 20 years (however, the most recent
experience would indicate a lower average value). In order to protect
the financing of the system against possible future fluctuations in fac-
tors used in the cost estimate, a safety margin of 34 of one percent
has been added for every year after 1973 and up to the year 2010.
It will be noted that the addition of this margin is approximately
equivalent to an assumption that for the period 19742010, average
real earnings will increase by 17 percent per year.

These long-range cost projections are based on assumptions that are
intended to represent close to full employment. The aggregate amount
of earnings taxable in 1973 under the scheduled base of $10,800 is
estimated at about $557 billion. Similarly it is estimated that $618 bil-
lion of earnings will be taxable in 1974 under the scheduled $12,000
earnings base. The latter amount is projected to increase in the future
as the covered population grows and as the average taxable earnings
increase due to increases in the tax base as well as to increases in aver-
age earnings in covered emplovment.

The long-range cost estimate presented in this report was prepared
for a 75-year period. A shorter period of valuation would not be appro-
priate because of the projected movement in the aged population. The
reason for this is that the number of births in the 1930’s was very
low as compared with both prior and subsequent experience. As a
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result, there will be a dip in the relative proportion of the aged from
1995 to about 2015, which would tend to result in low benefit costs for
the old-age, survivors, and disability insurance system during that pe-
riod. For this reason, a period extending beyond the year 2015 is
needed to show the effect of a changing aged population on the cost
of the social security cash benefit programs.

Measurement of Costs in Relation to Taxable Payroll

In general, long-range costs in this report are shown as a percent-
age of taxable payroll. This is the best measure of the long-range cost
of the program. Dollar figures taken alone could be misleading. It
should be recognized that cost projections based on assumptions of
increasing wages and benefits involve the use into the distant future
of geometric growth in economic factors, which would tend to make
the resulting dollar figures difficult to relate to current dollar values.

Qeneral Basis for Short-Range Cost Estimates

The basis for the short-range cost estimates (shown for the individ-
ual years 1972-77) is similar to that used in the past and assumes that
employment and earnings will increase each year. A gradual rise in
the earnings level in the future (about 5-6 percent per year), some-
what below that which has occurred in the past few years, is assumed.
Covered employment is assumed to increase by about 2.4 million work-
ers per year during the period.

Average-Cost Concept

In the past an important measure of long-range cost has been the
level-equivalent contribution rate required to support the system for
75 years, based on discounting at interest. Supporting the system in-
cludes not only meeting the benefit costs, the administrative expenses,
and other expenditures, but also maintaining a reasonable contingency
fund which at the end of the period amounts to one year’s
disbursements.

If the tax rate was actually set at this level rate for the next 75 years,
relatively large accumulations in the trust funds would result, and
there would eventually bea sizable income from interest. In prac-
tice, the Congress has set tax schedules with relatively lower rates in
earlier years and higher rates in later years to avoid an unnecessary
accumulation of funds in the early years. But the concept of level-
premium costs is a convenient way to measure long-range costs and
might also be used with the new cost estimate assumptions. In fact,
such a concept might be simplified by an approximation in the case
of the new assumptions. The Social Security Administration Actuary
informed the committee that it can be shown that if the discount inter-
est rate assumed in the level-cost is not too different from the rate of
growth of the taxable payroll assumed, the level-cost concept could be
approximated by the simple arithmetic averaging of the annual costs
as percent of payroll. 1t is believed that this simplified average-cost
concept does not depart significantly from the level-cost values that
have been used in the past. As an example, it is estimated that for the
social security cash benefit programs under present law, the average-
cost computed over the next 75 years is 9.77 percent of taxable pay-
roll, which is comparable to the level-cost of 9.79 percent of taxable
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payroll. On the same basis the average future tax rate is 9.84 percent
of taxable payroll while the level-equivalent tax rate is 9.87 percent
of taxable payroll, The actuarial balance would be +0.07 percent of
taxable payroll under the average-cost concept as compared to +0.08
percent of taxable payroll under the level-cost concept.
Interrelationship With Railroad Retirement System

An important element affecting old-age, survivors, and disability
insurance costs arose through amendments made to the Railroad Re-
tirement Act in 1951. These amendments provided for a combination
of railroad retirement compensation and old-age, survivors, and dis-
ability insurance covered earnings in determining retirement and dis-
ability benefits for workers with less than 120 months of railroad serv-
ice and also for all survivor cases.

Financial interchange provisions were established so that the Old-
Age and Survivors Insurance Trust Fund and the Disability Insur-
ance Trust Fund are placed in the same financial position in which
they would have been if railroad employment had always been cov-
ered under the program. It is estimated that, over the long range, the
net effect of these provisions will be a small loss to the old-age, sur-
vivors, and disability insurance system since the reimbursements from
the railroad retirement system will be somewhat smaller than the net
additional benefits paid on the basis of railroad earnings.

Actuarial, BALANCE oF THE PROGRAM IN Past YEARS

Actuarial Balance of the Program After Enactment of P.L. 92-5

The social security changes in P.L. 92-5 approved in March 1971
contained a 10 percent benefit increase (which was guaranteed to all
future as well as present beneficiaries), an increagse in the maximum
taxable earnings base to $9,000, and an increase in the tax rates going
into effect after 1975. After these changes the program was in close
actuarial balance. The old-age and survivors insurance portion had a
small deficit of 0.06 percent of taxable payroll, while the disabilit;
insurance portion had a deficit of 0.04 percent of taxable payroll, bot
of which were within acceptable limits of variation.

Actuarial Balance of the Program After Enactment of P.L. 92-336
The social security changes in P.L. 92-336 enacted in July 1972
contained a 20 percent benefit increase effective for the month of Sep-
tember 1972. In addition the earnings base was increased to $10,800 for
1973 and to $12,000 for 1974 and both the benefits and the earnings
base are to be automatically adjusted thereafter. After these changes,
as measured under the new methodology, the program is in close
actuarial balance. The old-age, survivors, and disability insurance pro-
gram has an actuarial balance of +0.07 percent of taxable payroll.

AcruariaL Bavance Unper THE CoMMITTEE BILL

Table 4 traces through the changes in the actuarial balance of the
system from its situation under present law, according to the latest
estimates, to that under the committee bill, by type of change involved.
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TABLE 4.—CHANGES IN ACTUARIAL BALANCE OF THE OLD-
AGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM,
EXPRESSED IN TERMS OF ESTIMATED AVERAGE-COST AS
PERCENT OF TAXABLE PAYROLL, BY TYPE OF CHANGE, LONG-
RANGE DYNAMIC COST ESTIMATES, PRESENT LAW AND
COMMITTEE BILL

{In percent]

OASDI

item system
Actuarial balance of presentsystem.................. +0.07
Age 62 point for men (prospective). .................. - .22
Earnings testchanges...................... ... — .28
Widow's benefits of 100 percent PIAat65........... - .24
Special $200 minimum benefit...................... - .14
Delayed retirementincrement. ....................... - .09
4-month disability waiting period..................... - .09
Liberalized disability benefits for blind............... — .09
Miscellaneous changes.............................. — .03
Revised contribution schedule........................ +1.12
Total effect of changesinbill................... — .06
Actuarial balance under bill........................... + .01

! Includes the following: Workmen's compensation offset based on 80 percent of
highest earnings; child's benefits to children disabled at ages 18 to 21; disabled
child 7 years reentitlement; broaden definition of adopted child; student's benefits
to end of semester of attainment of age 22; child’s benefits on grandparent's
account if supported by him and both parents are disabled or deceased; benefits
to dependent sister and dependent disabled brother: elimination of support re-
q{.liremsegt for divorced wife's and widow’s benefits; and reduced widower’s benefits
at age 60.

The changes made by the committee bill would maintain the sound
actuarial position of the old-age, survivors, and disability insurance
program. The system would be close to being in exact actuarial bal-
ance. There would be a negligible actuarial surplus of +0.01 percent
of taxable payroll.

Under the tax schedule recommended by the committee the old-age,
survivors, and disability insurance trust funds would decrease to about
75 percent of the following year’s outge by 1977; thereafter the funds
would grow slowly towards 100 percent of the following year’s outgo.

Average-Cost or BenNkriT PaymENTS BY TYPE

The average-cost of the old-age, survivors, and disability insurance
benefits (excluding the cost of administrative expenses, the railroad
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retirement financial interchange and the effect of the size of the fund)
under the present law is 9.50 percent of taxable payroll. The corre-
sponding figure for the program as modified by the committee’s bill
would be 10.66 percent of taxable payroll.

Table 5 presents the average-cost by type of benefit for the pro-
gram as it would be modified by the committee bill.

TABLE 5.—ESTIMATED AVERAGE-COST BY TYPE OF BENEFIT
PAYMENT, ADMINISTRATIVE EXPENSES, RAILROAD RETIRE-
MENT FINANCIAL INTERCHANGE, AND EFFECT OF THE FUND
SIZE FOR THE OLD-AGE, SURVIVORS, AND DISABILITY IN-
SURANCE SYSTEM AS MODIFIED BY THE COMMITTEE BILL,
AS PERCENT OF TAXABLE PAYROLL, LONG-RANGE DYNAMIC
COST ESTIMATE

[In percent}

Item OASDI
Primary benefits. .............. ... ...l 7.60
Wife's and husbhand’s benefits........................ .57
Widow’s and widower's benefits...................... 1.34
Parent’'s benefits. ...l .01
Child'sbenefits. ....................... ..., 94
Mother'sbenefits. ................. ... ... 13
Lump-sum death payments........................... .07

Total benefits.............................. 10.66
Administrative expenses.................... ... 21
Railroad retirement financial interchange. . .. .05
Size of existing trust fund..................... . .03

Net total average-cost.......................... 10.95

Income anp Ourco 1N Near Furure

Under the committee bill, benefit disbursements under the old-age
survivors, and disability insurance program would increase by about
$3.3 billion over present law in 1974, the first full calendar year of
operation under the modified program. The contribution income for
the old-age, survivors, and disability insurance program in 1974 would
be about $3.5 billion higher than under present law (see Table 6).
The estimates in Table 6 are based on an assumption that the auto-
matic adjustment provisions in present law will result in general bene-
fit increases of 5.1 percent in 1975 and 5.5 percent in 1977, while the
taxable earnings base would be increased to $12,600 in 1975 and to
$14,100 in 1977.



TABLE 6.—PROGRESS OF OLD-AGE AND SURVIVORS INSURANCE AND DISABILITY INSURANCE TRUST FUNDS,

COMBINED, CALENDAR YEARS 1965-77

[In millions]
Income Disbursements
Railroad
Adminis-  retirement Net Funds at
Contri- Interest Benefit trative financial increase end of
Calendar year butions 1 on fund payments 2 expenses interchange in funds year
Past experience:
1965 $17,205 $651 $18,311 $418 $459 —$1,331 $19,841
22,679 702 20,051 393 469 ,467 22,308
25,518 896 21,417 515 539 3,942 26,250
27,448 1,045 24,954 603 458 2,479 28,729
32,004 1,342 26,767 612 513 5,453 34,182
5 1,791 31,884 635 589 3,886 38,068
38,880 2,027 37,199 719 626 2,366 40,434
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Estimated future experience
under committee bili:?
1972

1973, 52,914 2,308
1974, 59,135 2,472
1975, ... 63,837 2,746
1976, 67,335 2,998
1977 72,847 3,184

! Includes reimbursements from general fund of Treasury for costs
of noncontributory credits for military service and payments to
noninsured persons aged 72 and over.

2 Includes payments for vocational rehabilitation services.

3 Based on a contribution rate of 4.9 percent for employer and
employee, each, in the calendar years 1973-77, and a contribution
and benefit base of $10,800 in 1973 and $12,000 in 1974. Under the
automatic i ncrease provisions, the following changes are assumed to
occur on January 1 of the stated years:

41,608 877 749 2,929 43,363
52,530 886 829 977 44,340
55,588 916 1,000 4,103 48,443
60,802 959 1,067 3,755 52,198
63,866 1,002 1,069 4,396 56,594
70,202 1,045 1,085 3,699 60,293
General Contribution

benefit an
increase benefit
Year (percent) base
. 12,600
BT 3 M

PAgS
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Under the program as modified by the committee bill, the old-age,
survivors, and disability insurance trust funds would increase slowly
between 1972 and 1977, rising from $43 billion to $60 billion. However,
as a percentage of the following year’s outgo, the funds would remain
relatively constant at about 77-78 percent.

Long-Range Projection of 0 ASDI “Current Cost”

Table 7 shows the estimated “current cost” of the old-age, survivors,
and disability insurance program under the committee bill as percent
of taxable payroll for various future years.

TABLE 7.—ESTIMATED “CURRENT COST” ' OF OLD-AGE, SUR-
VIVORS, AND DISABILITY INSURANCE SYSTEM AS PERCENT
OF TAXABLE PAYROLL* UNDER COMMITTEE BILL, LONG-
RANGE DYNAMIC COST ESTIMATE,* FOR SELECTED YEARS,
1980 TO 2045

[In percent]

QASDI

“current
Calendar year cost” !

. 1 Represents the cost as percent of taxable payroll of all expenditures in the year,
including amounts needed to maintain the fund i *
:xﬁplglg;jriglllr?t:'_adjusted to take into account the IZ;:ra::::ri:)huii::II‘:::go: esat:lfs-
gzn;‘liagsta%al:ei :n-seugssljtn:ed to increase at a rate’/of 5 percerr:;n;?:(ayr:ea:.h;;ial)éam:
i GPI. (n addition. & margim of 3 o T porcentdoaaas e, avery Yo amaroraes
ar:th:;fg:etnhtz )t’r?:'ﬁi(t)r};\.etic average of the ‘‘current cost" f g " i
1973 to 2046 and includes the effect of the fund ratio at theoern?%f7f§y7e2ér period
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The above projection is based on the assumption that no future
changes in the system will be enacted. However, benefits are subject to
the automatic cost-of-living adjustment and under the assumptions
used, the average benefit will increase in the future at a lower rate than
taxable earnings. |

According to this projection, the “current-cost” of the Old-Age,
Survivors, and Disability Insurance Program as a percentage of tax-
able payroll will be almost flat for about the next four decades. There-
after, the cost as a percentage of taxable payroll would tend to increase.



C. Actuarial Cost Estimates for the Hospital Insurance System

StMMARY OF ACTUARIAL CosT EsTIMATES

The hospital insurance system, as modified by the committee bill,
has an actuarial balance of +.01% of taxable payroll. The small size
of this balance indicates that future income and future outgo are in
close balance and that the system is actuarially sound, according to
the assumptions used.

Tt should be noted, however, that this balance is based on an actu-
arial methodology somewhat different from that employed in past
reports of this committee and in the annual reports of the Board of
Trustees of the hospital insurance program before 1972. The new
methodolgy, however, produces approximately the same balance. The
new methodolgy employed is the same as that endorsed by the Board
of Trustees in their 1972 annual report, for a system which includes
an automatic adjustment of the taxable wage base.

The only change in actuarial methodology from that previously
used lies in the adoption of the average of current costs ratios as the
criterion of actuarial balance, rather than an interest discounted level
cost calculation. Dynamic assumptions both as to income and outgo
have always been used for the hospital insurance program by the
Administration. Since 1970, it has also been assumed that the wa,
base would be adjusted to reflect the average increase in earnings in
employment covered by Social Security ; Public Law 92-336 explicitly
provided for such adjustment. The derivation, however, of the actu-
arial balance from these calculations is different than previously used,
although the results are approximately the same as resulted from the
previous methodology.

The assumptions employed are consistent with those underlying the
cost estimates contained in the 1972 Annual Report of the Board of
Trustees for the Hospital Insurance Program. A detailed analysis
of the methodology and a summary of the principal actuarial as-
sumptions used appears in the actuarial appendix to the Trustees
report.*

Summary oF ComMITTEE Actions WaicH HAVE A SUBSTANTIAL
Impacr on THE CosT oF THE ProGRAM

1. Extension of the Hospital Insurance System to the Disabled

_The most important change in the hospital insurance system pro-
vided for in the committec bill is the extension of the system to dis-
abled workers under age 65 who have been entitled to benefits under
the disability insurance system for no less than 24 consecutive months;
and to disabled widows, dependent widowers, and beneficiaries entitled
to child’s benefits based on disability which began prior to age 22 who

*(See page 359.) (350)
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have been entitled to cash benefits for no less than 24 consecutive
months.

The committee bill also includes under the hospital insurance pro-
gram several new categories of persons eligible for disability insur-
ance benefits beginning in January 1973, who are not covered under
the House version of the bill. When these beneficiaries have been on
the rolls 24 consecutive months, they will be eligible for hospital insur-
ance coverage, and paying benefits to them will increase the cost of this
provision in subsequent years.

The committee has also increased the number of beneficiaries eligi-
ble for hospital insurance benefits by reducing the waiting period
from 6 to 4 months (which results in hospital insurance benefits be-
ginning after the 28th consecutive month of disability) and extended
::1qvel§alge to the month following termination for those recovering from

isability.

The estimated cost for the extension of the HI system to the dis-
abled in 1974 is $1,412 million, including $6 million to cover certain
widows over age 50 who are collecting mother’s benefits, but who could
qualify for disabled benefits if they chose to apply.

Estimating the cost’ for hospitalization and related benefits for a
disabled population is more difficult than estimating the cost for simi-
lar benefits for those age 65 and over, since there is no program data
from which to establish a reliable basis for forecasting future experi-
ence. Consequently, the estimates provided for the cost of this provi-
sion are not as reliable as those for the regular benefits covered under
the program. '

2. Coverage of Specific Prescription Drugs for Specified Chronic
Conditions

A major change in the coverage provided by the hospital insurance
system is the extension of the benefits provided for both aged and dis-
abled to include the cost of specific prescription drugs which are nor-
mally prescribed for specified chronic conditions, subject to a $1 co-
payment. Coverage is to begin on July 1, 1973. The estimated cost in
1974 is $740 million.

Estimates as to the cost of this provision are necessarily less reliable
then the cost estimates for benefits already provided under the hos-
pital insurance program. Further, the cost of the provision will depend
partially on the determinations of the National Formulary Committee
established by the provision in establishing the specific drugs that will
be covered and the allowances that the Secretary of Health, Educa-
tion, and Welfare determines will be paid for covered drug items.

3. Liberalization of Rehabilitation Services Covered in Extended Care
Facilities and in Home Health Agencies

The committee bill extends the coverage provided for skilled re-
habilitation services in extended care facilities and in home health
agencies to include rehabilitative services provided on a regular daily
basis to patients who may not require skilled nursing care on a regular
basis but who do need the skilled rehabilitation services in the skilled
facility. The requirements relating to the institution in which cover-
age is provided will remain the same as at present. 1974 cost: $110
million.
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4. Waiver of Beneficiary Liability for Disallowed Claims

The committee bill provides for the waiver of beneficiary liability
(and in some instances the liability of the provider) where the claim
for reimbursement to the provider has been disallowed retroactively
as an unnecessary service, custodial care, or otherwise noncovered care
if the beneficiary did not know or had no reason to know such services
or care was involved. Provision is also made to reimburse such claims
that have been disallowed in previous years from July 1, 1971. 1974
cost :
$85 million.

5. Reduction of Copayment on Lifetime Reserve Days

The committee bill reduces the copayment on lifetime reserve days
from 15 of the inpatient deductible to 1 of the inpatient deductible.
1974 cost : $79 million.

The committee did not adopt two provisions included in the House
bill which provided for the introduction of a copayment provision
equal to 14 of the hospital insurance deductible applicable from the 31st
to the 60th day of hospitalization and to increase the number of life-
time reserve days from 60 to 120 days.

It should be noted that some of the increases in benefits provided will
have much larger cost in the future than in 1974, especially those which
liberalize the requirements to draw benefits under the disabled insur-
ance program. '

Provisions ReEpucing THE CosT oF THE PROGRAM

The committee bill also contains a number of additional provisions
which are intended to reduce the cost of the program. Among these
provisions are the elimination of payments to certain providers of
services who have abused the program, the limitation of the payments
to certain providers of services who furnish services which are de-
termined to be unduly expensive or unnecessary for efficient delivery
of health services, certain limitations on financial participation for
supporting unnecessary capital expenditures, the possibility of in-
creased economy under prospective-reimbursement experiments and
demonstration projects, the limitation of reimbursement to customer
charges in certain instances when these are less than reasonable cost,
and the requirement of reasonable institutional planning. These pro-
visions will require several years to become fully effective.

The committee bill also contains provision that would eliminate
payments under the medicare program for services covered by the
Federal Employees Health Benefits Plan, beginning in 1975, unless
such plan is modiﬁed to make available coverage supplemen’tary to
that under the medicare program. The actuarial cost estimates do not
take any possible reduction in benefit payments into account due to
the likelihood that such modification will occur.

Another major change made by the bill is to revise the reimburse-
ment mechanism applicable to covered services received by individuals
who obtain medicare coverage through a health maintenance orga-
nization (HMO). HMO'’s which participate on a risk-sharing basis
will receive reimbursement for services provided to hospital and med-
ical insurance beneficiaries on a prospective capitation basis, but with



353

retroactive adjustments which share any savings to the HMO (result-
ing from its achievement of lower costs per capita than the actuarial
equivalent cost per capita outside the HMO) or any corresponding loss
between the HMO and the trust fund. The basis for such prospective
capitation rate and for the determining and allocating of any savings
or loss is explained elsewhere in this report. Since the decision to par-
ticipate on a risk-sharing basis lies with the HMO, it is assumed that
relatively more organizations which will be able to achieve savings will
participate than those which will incur losses. Since the organizations
which elect to participate on a risk-sharing basis would have otherwise
been reimbursed at cost, there will be an excess of savings over losses
and thus an increase in reimbursement under the program. Over time
however, to the extent that a larger proportion of beneficiaries enroll
in HMO’s which are able to provide services more economically, there
may be a reduction in reimbursement. No valid experience is available
to estimate the possible extent of long-run savings.

Several other provisions should have a significant impact in reduc-
ing the cost of the program in the longrun and to an unknown extent in
the shert-run but for which adequate data upon which to project esti-
mated savings are not available. The most significant of these cost
saving provisions is the establishment of professional standards re-
view organizations, which would evaluate and determine the medical
necessity of all institutional and out-of-institution care for purposes
of eligibility for program payment as well as to provide for the re-
view of the quality of care. Significant savings have been achieved by
prototype professional standards review organizations.

Other potential cost-saving provisions include the limitation on the
Federal participation in payment for disapproved capital expendi-
tures and the authority to the Secretary to reassign providers to
intermediaries.

ConTriBUTION RATE ScHEDULE FOR HoSPITAL INSURANCE IN THE
CoMmriTTEE BIuo

The schedule of contribution rates for the hospital insurance pro-
gram under present law and under the committee bill are shown be-
Tow. The maximum earnings base to which these rates are applied is
$10.800 in 1973, $12,000 in 1974 and adjusted automatically thereafter.

TABLE 8.—HOSPITAL INSURANCE TAX RATES UNDER PRESENT
LAW AND UNDER COMMITTEE BILL

[In percent]

Combined employer-
employee rate Self-employed rate

Present Committee Present Committee
Calendar year law bill law bill

1973t01977............. 1.8 2.2 0.9 1.1
1978t01980............. 2.0 2.6 1.0 1.3
1981t01985............. 2.0 3.0 1.0 1.5
2.2 3.0 1.1 1.5
2.4 3.2 1.2 1.6

1986t01992.............
1993101997.............
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Lone Rance Cost EstimaTes

The tax rates specified in the bill arc set according to the ‘“‘current
cost” of the program, i.e., the ratio of (i) the sum of benefit payments
and administrative expenses for insured persons, and an allowance
for trust fund growth proportional to the size of the program to
(i) the effective taxable payroll. The tax rates for the early years
are enough higher than such eurrent cost rates to allow the trust fund
to grow to the level of 75 percent of the next year’s expenditures by
1977. The committee believes that this method will provide sound
financing for the hospital insurance program. The current cost rates
for the committee bill and according to present law, are shown in the
table below.

TABLE 9.—CURRENT COST RATES FOR HOSPITAL INSURANCE
UNDER PRESENT LAW AND COMMITTEE BILL

[in percent]

Year Presentlaw  Committee bill
.................................. 1.54 1.91
.................................. 1.61 2.16
.................................. 1.71 231
.................................. 2.01 2.71

................. 2.12 2.86
.................................. 2.28 3.07
.................................. 2.37 3.21

................ 2.09 2.82

The adequacy of the financing is assessed according to the “actu-
arial balance” of income and current cost rates. The actuarial balance
is the difference between the average of the tax rates specified in the
bill and the average over 25 years of the current cost rates, The
actuarial balances of the committee bill and those of present law are
shown in table 10 below.

TABLE 10.—ACTUARIAL BALANCE FOR HOSPITAL INSURANCE
UNDER PRESENT LAW AND COMMITTEE BILL

[in percent]

Present law  Committee bilt

Averagetaxrate....................... 2.
Average current cost .. 2(1)(9J %gg
Actuarial balance. . ................... .01 01
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The adequacy of the financing also depends upon whether the as-
sumptions used in estimating both income and outgo turn out to be
sound forecasts of the future. The assumptions underlying the esti-
mates in this report are the same as those used in the 1972 Report of
the Board of Trustees of the Hospital Insurance Program, and a full
discussion is available in the actuarial appendix to that report. Esti-
mates for the hospital insurance program depend particularly on the
increase in the cost of hospital services. The increases underlying these
cost estimates assume that significant pressure will be exerted to
restrain the increases in the cost of hospital services, either through
price controls, or other substantial public regulation. Such pressure is
already being applied through the reimbursement procedures adopted
to enforce the wage-price guidelines. The long-run assumptions as
to hospital cost increases assume that such pressure to contain costs
will be intensified. If not, the long-run cost of the hospital insurance
program may be substantially greater than shown in these estimates.
At the same time, however, effective functioning of professional stand-
ards review organizations might well reduce the utilization of services
and thereby lower program cost estimates.

SuorT-Rance Estimates oF Casu INcoMe anp Ovutao

Estimates of the cash income and outgo of the hospital insurance
trust fund and the resulting balance in the trust fund in 1972-77 are
summarized in table 11 below for the committee bill, and compared
to estimates for present law.



TABLE 11.—ESTIMATED OPERATIONS OF THE HOSPITAL INSURANCE TRUST FUND UNDER PRESENT
LAW AND UNDER COMMITTEE BILL

1972 1973 1974 1975 1976 1777
Present law:
Income:
Contributions ... . 5576 9,349 10,635 11,493 12,114 13,127
Gener?jl revenue contribution for the unin-
sure

ured ... ... 504 468 566 572 577 573
Military wage credits...... .1 o 48 48 48 48 48 48

Transfer from railroad retirement. e 65 89 112 119 122 122
Interest... ... 0 T 164 226 388 563 721 860
Totalincome....................... . 6,357 10,180 11,749 12,795 13,582 14,730
Disbursements:
Benefits....................... ... 6,614 7,464 8486 9,611 10830 12,119
Administrative costs.... ... 165 187 212 240 271 303
Total disbursements......... . ... 6,779 7,651 8,698 9,861 11,101 12,422
fundatendofyear....... ... . 2,612 5141 8,192 11,136 13,617 15,925

Wage base.... . .01l 9,000 10,800 12,000 12,600 12,600 14,100
Taxrate...... .. 00000 1 1.2 1.8 1.8 1.8 1.8 1.8

998



Committee bill:

Income:
Contributions................................ 5,576 11,653 12,998 14,047 14,806 16,044
General revenue contribution for the unin-
sured. ... 504 468 566 572 577 573
Military wage credits......................... 48 48 48 48 48 48
Transfer from railroad retirement........... 65 103 137 145 149 149
Interest........... ... ... ... ... 164 262 - 462 626 753 842
Totalincome............................... 6,357 12,534 14,211 15,438 16,333 17,656
Disbursements:
Benefits................... ... 6,614 8,502 10,813 12,525 14,155 15,897
Administrativecosts......................... 165 257 311 356 401 448
Total disbursements....................... 6,779 8,759 11,124 12,881 14,556 16,345

...... 2,612 6,387 9,474 12,031 13,808 15,119
9,000 10,800 12,000 12,600 12,600 14,100
2.2 2.2 2.2 2.2 2.2

Fund at end of year
Wage base...... e
Taxrate............oo i 1.2

298
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Summary anp CoNcrusions

The committee lias provided, following the actuarial assumptions
and recommendations of the Social Security Administration, for ade-
uate financing of the hospital insurance program over 25 years into
the future through tax rates specified in the bill. These tax rates are
adequate to support current benefits and administrative expenses and
to build the trust fund to the level of a year’s expenditure and main-
tain the trust fund at that level. The actuarial methodology used in de-
riving the tax rates that would be required to meet these objectives,
although slightly different from that used in the past by the commit-
tee, is the same as that underlying the cost estimates presented in the
1972 Report of the Board of Trustees of the Hospital Insurance
Program.



Arpenpix A.—Excerer From 1972 Trustees’ Rerorr oN HosprTan
INSURANCE

(Nore—In this excerpt from the 1972 Trustees’ Report on the Hos-
pital Insurance Trust Fund, costs expressed as a percentage of payroll
do not take into account the subsequent enactment of Public Law 92—
336, which provides for a $12,000 limit on wages taxable in 1974.)

ASSUMPTIONS AND METHODOLOGY FOR LONG-RANGE COST ESTIMATES

The basic methodology and assumptions for the long-range cost esti-
mat3§ for the hospital insurance program are described in this ap-
pendix.

1. Methodology

The adequacy of financing for the hospital insurance program for
the next 26 years is expressed in this report as an actuarial balance.
The actuarial balance is calculated as the difference between the aver-
age tax rates specified in current law and the average current cost
rate for the 25 year period. The current cost rate for any year is the
incurred cost of benefits and administration for insured persons di-
vided by the incurred effective payroll for that year, plus an amount
(expressed as a percent of payroll) required to build the trust fund
balance to the level of a full year’s benefits by 1985 and maintain it at
that level thereafter. In projecting the incurred payroll, it is assumed
that the wage base is adjusted periodically to keep pace with rising
earnings.

The actuarial balance is —0.61% of payroll indicating that the pro-
gram is seriously underfinanced.

2. Principal problems in forecasting the cost of the hospital insurance
program

The principal problems involved in forecasting the future costs of
the hospital msurance program are (1) establishment of the current
cost of the services provided by type of service, to serve as a base for
projecting the future, and (2) forecasting of the increase in the cost
of hospital services (which account for approximately 95% of the
cost of the program).

(a) Prob}%ems tnwolved in establishing the current cost of services in-
curred as a base for forecasting future costs—In order to establish a
suitable base from which to forecast the future costs of the hospital
insurance program, it is necessary to eliminate the effect of any transi-
tory factors. Thus the initial problem is to find the incurred cost of
services provided for the most recent year for which reliable estimates
can be made. To do this, the non-recurring effects of any changes in
regulations or administration of the dprogram and of any irregularities
in the system of payments to providers must be eliminated.

(359)
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The reimbursement system of the hospital insurance program 1s n-
tended to reimburse institutions for the actual cost of providing cov-
ered services concurrently with the provision of the services. Payment
is initially made.on an “interim” or temporary basis. In theory, the
rate at which such interim payments are made is an estimate of the
actual average cost of providing the services. Actually, on the average,
these rates are set lower than the estimated costs, as recovery of any
overpayment is thought to pose a serious problem for the institutions’
management. Due to the time required for (1) the institutions to bill
intermediaries, (2) for the intermediaries to query the Social Security
Administration to determine the spell of illness status of the patient,
determine that the services are covered, and draw checks for approved
services; and (3) for the institutions to present these checks for pay-
ment—there is a lag between the date on which services are performed
and on which payment therefor on an interim basis is received.

In order to bring interim reimbursements up to a current basis, an
amount, not exceeding the program liability for services performed but
for which no payment has been made, can be advanced to the institu-
tion. Such amounts are referred to as “current financing” payments.

Another method of interim reimbursement, called the “periodic
interim payment” method, achieves the same results as current financ-
ing by making regular payments to the hospitals at short intervals
throughout the year. The payments are based on cost studies of gast
experience and are not delayed until individual bills are submitted.

In order to adjust interm payments to the actual cost of providing
services (as determined by an audited cost report which makes the
necessary allocations of all of an institution’s costs on a functional
basis), a series of settlements are made with each institution. These
payments have run 4% to 5% of interm payments during the early
years of the program. Due to the time that has been required to obtain
cost reports from institutions and to verify and audit these reports,
the settlements have lagged behind the liability for such payments, as
much as several years for many institutions. The final cost of the pro-
gram has not been completely determined even for the initial year of
the program, and more uncertainty exists as to the final cost of sub-
sequent years. An additional complication stems from the policy of
reimbursing the hospital insurance program from the SMI program
for the cost of certain salaried phystcians. If a hospital has an agree-
ment with salaried radiologists and pathologists under which the insti-
tution bills for the professional component of these services, interim
payments are made from the hospital insurance trust fund and later
reimbursed from the supplementary medical insurance trust fund on
the basis of that hospital’s cost report. There is no reliable statistical
information concerning these costs, which must be estimated from the
settlements. Interim transfers are also made from the supplementary
medical insurance trust fund to the hospital trust fund for the esti-
mated difference between current incurred costs and cash settlements
for these services. Since the beginning of the hospital insurance pro-
gram, the incidence of payments other than those for interim costs
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have been irregular, and consequently have distorted the cash ex-
penditure figures. For example, in the early years of the program, rela-
tively few cost settlements were made. In later years, there was some
catching up, through making more than one settlement payment to
some hospitals in the same year. These changes in the incidence of
payment undermine judgments as to the ongomng cost of the program
from the present cost. Further, inadequate aggregate data concerning
the periods for which the various payments other than interm costs
have been made, and the incomplete filing of audited cost reports—have
prevented accurate reconstitution of the actual costs.

Additional problems are posed by changes in administrative or
reimbursement policy which have a substantial effect on either the
amount or incidence of payment. For example, the 2% allowance for
unallocated costs that was paid during the initial years of the pro-
gram was discontinued in July 1969. The extent and incidence with
which this change was incorporated into interim payment rates is
not known. '

Further, regulations were promulgated in July 1971 which specify
that a similar allowance will be made for the higher than average
cost of performing certain services (e.g. nursing) for aged patients.
Reimbursement will be made retroactively for these ‘“differential”
costs, which will add approximately $100 million of non-recurring
expenditures which should be paid during fiscal 1972, but may be
paid partially in subsequent years. The new allowance for differen-
tial costs will also increase the liability of the program in all future
years. Allocating the various payments to the proper periods, using
incomplete data and estimating the impact of administrative actions
present very difficult problems—the solution of which can only be
approximate. Under the circumstances, the best that can be expected
is that the actual incurred cost of the program for a recent period can
be estimated within a few percent. This situation has the dual effect
of (1) increasing the error of forecast directly, through incorporating
any error in estimating the base year into all future years, and (2)
lengthening the periods that must be forecast, since a projection of
the most recent year is more accurate than an attempt to reconstruct
the actual cost in that year.

Hospital insurance program data from 1968 indicate that aged pa-
tients used 4.13 days per capita of hospital services and 1.08 days per
capita of extended care facility services.

Program data for 1970, corrected for anticipated final settlements
with providers, indicates that the average cost of a day of hospital
care for the aged was $62.17 per day for insured persons and $55.28
per day for the uninsured. The insured paid 6.3% of their costs them-
selves in the form of the inpatient deductible and coinsurance. In
1970, the average cost per day in extended care facilities for services
covered by the hospital insurance program was $22.19 for insured
persons and $20.56 for uninsured persons. The unit cost of home health
services was approximately $12.30 in 1970.
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, , . , , , o
b) Problem involved in forecasting the increase in hospital costs.

In( Ol)'de!‘ to evaluate the adequacy of a tax schedule to support the
hospital insurance program, it is necessary to relate the increases In
the costs of institutional care to the increases In covered earnings

: i i to in-
which support those costs. Hospital insurance cost increases due
creases illl) covered population are fairly stable and predictable. The
cost of the services provided per capita, however, have varied sub-
stantially from year to year. The next section discusses in detail the

problems invelved in forecasting hospital costs.

3. Principal assumptions used in forecasting future costs of the hos-
pital insurance program . .

() Trend in hospital costs and the impact of the Economic Stabili-
zation. Program.—The increase in the cost per capita of hospital serv-
ices may be analyzed into the following components: .

(1) The number of days of confinement in a hospital per capita:
the level of use of inpatient care by the covered population. .

(2) Factor prices: the increase in unit costs that would result if
every function was performed in precisely the same way by the same
people and only the salaries of the people employed or the cost of the
equipment and other supplies used changed. . .

(3) Increases due to changes in the services provided per patient day
and the method of provision consisting of— . . .

(a) Change in the method of providing services, Le., any m-
crease (or decrease) in unit costs for providing the same services,
other than those due to factor price increases. This component
consists of two different types of influences: .

(i) Improvements to a given service, normally increasing
the unit cost.

(ii) The effect of more efficient techniques or use of labor
saving equipment, which normally decrease the unit cost.

(b) Provision of new services not previously provided (norm-
ally new. technically advanced services).

{¢) Number and composition by relatives expense of services
furnished per day of care.

It has been possible to isolate some of these elements and identify
their role in previous hospital cost increases. The increases due to
changes in services provided (per patient day) and the method of pro-
vision, however, must be combined to use available data, and separated
into (1) a portion due to hiring more employees per day of care pro-
vided and (ii) a residual due to all other causes. A large portion of
historical increases must thus be studied only as a residual element.
Table A shows the historical values of the principal components of the
increase together with the forecasts underlying the increases in hospi-
tal costs per capita used in the estimates.

. Hospital use. as measured by the number of inpatient days per cap-
ita, depends on many factors such as medical practice, administrative
policies of health insurers, and chance fluctuations in morbidity.
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TABLE A.—COMPONENTS OF INCREASE IN COST OF HOSPITAL
SERVICES PER CAPITA FOR THE AGED (INCREASE IN YEAR
SHOWN OVER PREVIOUS YEAR)

[In percent]

Due to

change in

services and
Patient days Factor how pro- Total
Year per capita ! prices ? vided ? increase !
¢V} @ 3 4

l. Historical data:
1956-65.................. 3.5 32 ...
1966...................... 1.5 6.7 ...
1967.......... 24 6.7 7.6 17.6
1968.......... 7.3 7.6 7.2 23.4
1969.......... 1.5 7.8 5.5 154
970.......... -2.0 84 4.5 109
Il. Forecast:
1971......... -15 7.1 4.6 10.3
1972......... 1.0 5.7 4.5 11.6
1973......... 5 5.7 4.4 11.1
1974......... 5 5.7 4.3 11.1
1975......... 5 5.6 4.2 10.6
1980......... 0 4.6 2.8 7.5
1983 and

later....... 4.1 1.8 6.0

t Historical data from health insurance program.
2 See table B.
3 See table C.

78-178 0—72——24
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TABLE B.—PRICE INCREASES FOR FACTORS USED BY HOS.
PITALS (INCREASE IN YEAR SHOWN OVER PREVIOUS YEAR)

[In percent]

Average Average

earnings wages of Average
in covered hospital _ CPI factor
Year employment! employees? all items prices

I. Historical data:
1956-65. .. ..

56 3.6 4.7 1.6 3.5
1966......... 4.4 0.6 2.9 1.5
1967......... 6.3 9.3 2.9 6.7
1968......... 7.0 9.9 4.2 7.6
1969......... 6.0 2.4 5.4 7.8
1970......... 4.8 10.1 59 84

Il. Forecast:

1871 ......... 5.7 9.0 4.3 7.1
1972 ........ 5.5 7.5 3.0 5.7
1973......... 5.5 7.5 3.0 5.7
1974 ........ 5.5 7.5 3.0 5.7
1975......... 5.4 7.4 3.0 5.6
1980......... 5.0 5.8 2.9 4.6
1983 and

later....... 5.0 5.0 2.8 4.1

1 Average earnings subject to OASDI taxes in first quarter.
2 Historical data from American Hospital Association.

The past three decades have witnessed a long term increasing trend
in the number of days of hospital care per capita. In 1970 and 1971,
however, use of hospital facilities decreased for the aged population,
due to a shorter average length of stay. By contrast, the admission rate
per capita continued to grow. In view of this two year downturn in
utilization. the estimates of future increases in utilization have been
substantially decreased from those shown in last year’s report, assum-
ing an increase of only 14% per year through 1977 and no increase
thereafter. An additional increase of 14% is assumed in 1972 to pro-
vide an allowance for the expected value of additional hospital stays
due to influenza epidemics, none of which occurred in the base year.
Table A shows the actual experience under the health insurance pro-
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gram for 1967-1968 and the assumptions used to project hospital costs
for subsequent years.

Hospital factor prices can be divided into those for personnel and
those for non-personnel expenditures. Approximately 60% of hospital
costs are for personnel. For several years preceding the beginning of
the hospital insurance program, average hospital wages and salaries
(as reported by the American Hospital Association) increased at a
rate of about 1% per year more than the rate of increase in earnings
in OASDI covered employment. Since the beginning of the hospital
insurance program, this differential has been about 3% per year.

The Pay Board has restricted wage increases to the range 5% to
6% per year, but has exempted very low paid workers from this stand-
ard and has approved many settlements at a higher rate. More im-
portant, the Price Board has ruled that the costs established by the
Social Security Administration for reimbursement purposes are prices
and that such reimbursements cannot recognize any increase in wages
and salaries higher than 514% per year (although with unlimited pro-
vision for exceptions through rulings). Part of the increase in aver-
age wages has been due to a change in composition of the work force
g0 as to include relatively more higher paid personnel; this part of
the increase is not restricted by the wage guidelines. The cost estimates
assume that the immediate impact of these controls will be to reduce
the average increase in hospital wages to 714% per year during
1972-74, still higher than the 514% assumed for all workers. Eventu-
ally, this difference should disappear entirely as hospital workers’
wages become comparable to those for similar workers in other indus-
tries and the proportion of highly trained personnel grows very large;
this has been assumed to occur by 1983.

Increases in the prices of the goods and services hospitals purchase
are treated as a function of increases in the Consumer Price Index
for all items. There is some question as to whether this index is appro-
priate since hospitals purchase a large volume of services. No index
of hospital non-personnel factor prices is available, however, The price
increases that may be recognized for reimbursement under the Price
Commission guidelines are limited to 2145% per year. Part of the in-
crease 1s due to the mix of goods and services purchased, which is not.
subject to this limit. Table B summarizes the historical data used and
the comparable forecasts in estimating the increase in factor prices.

Since the beginning of the hospital insurance program., the number
of hospital workers per adjusted 100 census count in nonfederal short-
term general hospitals has been increasing about 3% per year (as re-
ported by the American Hospital Association). Statistics adjusted for
changes 1n outpatient care are not available prior to 1966, but some
indicators suggest a level of about 2% per year.
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TABLE C.—INCREASES IN HOSPITAL COSTS PER PATIENT DAYl
DUE TO CHANGES IN SERVICES AND METHOD OF PROVISION
(INCREASE IN YEAR SHOWN OVER PREVIOUS YEAR)

[In percent]

Increases due to
changes in serv-
ices and
Employees per Nonemployee method of
Year patient day 2 increases ? provision

I. Historical data:

956-65 2.0 5.0 3.2
1966............... 5.8 8.2 6.7
1967....... 1.7 16.5 7.6
1968....... 2.5 14.0 7.1
1969....... 4.0 8.0 5.6
1970............... 3.1 6.6 4.5

1. Forecast:
1971............... 3.0 7.0 4.6
1972............... 2.9 6.9 4.5
1973............... 2.8 6.8 4.4
1974............... 2.7 6.7 43
1975............... 2.6 5.6 4.2

980............... 2.0 4.0 2.8
1983 and later.. ... 1.0 3.0 1.8

1 See text for explanation.

2 Historical data are from American Hospital Association. These increases apply
only to that part of hospital expenses due to personnel, which are approximately
60 percent of hospital costs.

3 Actually a residual; i.e. the increase in hospital costs not explained by increases
in days of inpatient care per capita, factor cost increases, or the number of em-
ployees per patient day. Expressed so as to apply to nonpersonnel costs.

A residual item is required to balance the historical increases in hos-
pital costs, which allows for the effect of changes in the services pro-
vided and method of provision not accounted for by an increase in the
number of personnel (this item is stated so as to apply only to non-
personnel costs). Before 1966, this residual averaged about 5% per
year. After a surge in the early years of the hospital insurance pro-
gram, 16145% in 1967 and 14% 1in 1968, the residual has declined to a
level of around 7% in 1969-1970.

Hospital cost increases due to changes in the services provided and
method of provision will be partially restricted under the Price Com-
mission guidelines, which specify that “aggregate expenses for new
technology such as new equipment and new services directly related
to health care, to the extent they are not charged directly to persons
benefiting directly from that equipment or those services, which ex-
ceed 1.7% of total annual expenses” cannot be recognized for reim-
bursement purposes. This limitation thus applies jointly to items (3)
(a) and (3) (b), but not to (3) (c)—assuming hospital managements
will charge users for any new services offered, including services that
in the absence of controls would have been included in the room and
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board charge. To use _the data base available, 2 judgment is thus re-
quired as to the portion of the total increase due to changes in the
services provided and method of provision that is due to new services;
the rest of this component is restricted to 1.7% per year. There are,
however, many items whose attribution in cost accounting is not
clearly designated. With constraints on other costs, there is pressure on
hospital managements to adopt policies which allocate more of the
cost of overhead items to new services than might otherwise have been
the case. The historical data related to increases in cost due to changes
in the services, analyzed by personnel and non-personnel subcompo-
nents, are shown in table C, together with the forecast for the future.

Itis assumed that the current rate of increase in the number of per-
sonnel per adjusted census of around 3% per year will continue for a
few years and then gradually decrease to a level of about 1% per year,
a level lower than obtained before the hospital insurance program.
The 1% per year is assumed to persist over the full period for which
estimates are prepared.

The restriction on increases due to changes in the services and
method of provision is estimated to reduce moderately the non-labor
portion of this component of the increase in the immediate future.
It is assumed that ultimately this rate will drop to 3% per year, a
level substantially lower than that which prevailed during the decade
before the hospital insurance program began.

Table A shows the increases in hospital costs that have occurred un-
der the hospital insurance program, and those resulting from com-
pounding the forecasts for each of the three principal components into
which such increases were analyzed. It can be noted that the long run
increases are assumed to be higher than the long run increases in earn-
ings, and hence in income, so that the current cost of the program
rises indefinitely. Such increases assume a willingness on the part of
the public to spend part of the increases in real income resulting from
the differences between earnings and consumer prices on higher quality
hospital care, at a rate of 1% per year. As emphasized throughout this
report, this rate is below the historical average and far below the rate
experienced since the beginning of the hospital insurance program.
It thus presumes a significant amount of publiic pressure to reduce the
inereases in hospital costs as the cost of these services bite deeper into
disposable income, either directly through payment of higher charges
or indirectly in the form of higher insurance premiums and taxes to
support government programs. It is also assumed that the investments
of Federal programs in quality of hospital management should in the
longer run reduce the cost of care.

(B) Assumptions as to increases in the cost per capita of extended
care facility benefits.—Utilization of extended care facilities dropped
very sharply in 1970 and moderately in the first quarter of 1971 as a
result of strict enforcement of regulations separating convalescent
from custodial care. Adjusted for the trend to increasing use of these
facilities, the current level of utilization is a little over half of that
which occurred during the early years of the program. It is anticipated
that increases in utilization are to be anticipated over the next several
years, however, as providers and patients become more familiar with
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the level of care covered in these institutions under the new adminis-
trative policies. e

Increases in the average cost per day in extended care facilities
under the program are caused principally by (i) the higher cost of
the nurses and other skilled labor required and (ii) the addition to
covered facilities of new, better equipped, and more expensive facili-
ties. Nurses have been in particularly short supply since the beginning
of the hospital insurance program, and consequently their wages have
been increasing far more rapidly than earnings in general. This trend
may be expected to continue for the foreseeable future due to (i) the
continued rapid increase in demand for nursing services and (ii) the
opening of a wide variety of occupations to women, forcing employers
of nurses to be more competitive in wages and working conditions.

The average cost per day of extended care facility services covered
by the program increased by approximately 10% in 1970 over 1969.
Tt is assumed that a similar level of cost increases will prevail for a
few years and then gradually decrease so as to merge with the annual
rate of increase in general wages by 1982. The resulting increases in
thzlco]s)t per capita of extended care facility services are shown in
table D. :

TABLE D.—PERCENT INCREASES IN COST PER CAPITA BY TYPE
OF SERVICE ASSUMED FOR FORECASTING THE CURRENT
COST RATES OF THE HOSPITAL INSURANCE PROGRAM IN
THE 1972 TRUSTEES REPORT (INCREASE OVER PRIOR YEAR)

[tn percent]

Extended care Home health

Year Hospitals facitities agencies
1970.................... 11.4 —26 19.5
1971.................... 10.5 195
1972 115 15 19.5
1973l 11.0 22 19.0
1974 ... 11.0 21 18.0
1975, ... 10.5 19 18.0
1976.................... 10.5 16 15,
1977 ... 9.5 12 1?8
1978. ... 8.5 11 10.0
1979 ... 8.0 9 8.
1980.................... 7.5 7 7.8
1981.................... 7.0 6 6.0
1982.................... 6.5 5
1983 and later....... .. 6.0 5 *5":8
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. The long run assumption that increases in the cost per day of care
in extended care facilities will be equal to the increases in the average
earnings after 1981 requires increases in productivity to offset the
higher than average increases in earnings anticipated for nurses and
any tendency to upgrade the quality of services. As in the case of
hospitals, public pressure to contain these costs will be required,
through legislation if necessary.

(¢) Assumptions as to home health service benefits—Data on uti-
lization of home health services are very slow in reaching the Social
Security Administration. Early in the program, increases in utilization
were very large, running around 30% per year; but it now appears
that the rate of increase may be substantially lower, perhaps 10% per
year. The assumptions used in the cost estimates are shown in table D.

() Administrative expenses—Total administrative expenses are
assumed to be 215 % of benefits through 1977. A fter that, the projection
assumes that the per capita expenses increase at 4% each year—that
is, 1% less than the projected increase in all wages in covered
employment.

(e) Interest rate—It has been assumed that trust fund investments
will earn an average of 6% interest per annum. The actual rate earned
on the hospital insurance trust fund during fiscal 1971 was 6.5%.

(f) Population.—The population projections used in this report
are based on those in Actuarial Study Number 62, Social Security
Administration.

4. Sensitivity testing of long term cost estimates

Sensitivity testing has always been incorporated in examination of
the cost of the hospital insurance program; but the results of these
sensitivity studies have not been shown explicity in the reports. Sensi-
tivity testing reported here is limited to investigating the effect of a
single change in the assumptions as to the long term increases in hos-
pital costs, to reflect a weaker degree of public pressure to contain such
costs, For this test the rate of hospital cost increases for 1981 and later
is held at the 1980 level (7.5%), rather than declining to 6% for 1983
and later as assumed in the cost estimates. The higher level after 1980
assumes the same excess of hospital cost increases over factor cost
increases that prevailed in the decade before the beginning of the
hospital insurance program.

A summary of the assumptions used in this test appears in table E
and the resulting current cost ratios appear in table F.

5. Accuracy of past estimates

Table G compares the actual incurred expenditures for the hospital
insurance program with the estimates of such expenditures prepared
at various times in the past. Since the estimates of incurred expendi-
tures are used primarily to recommend and test the financing of the
program, the appropriate test of these estimates is to compare the esti-
mated current cost rates to the actual results.

The earliest of these estimates, prepared before any program ex-
perience was available, underestimated the first year and one half of
expenditures by around 8%, but because of too little allowance for
what7proved to be a steep trend, underestimated 1971 expenditure
by 27%.

yThe 1967 estimate was about 10% low for 1968, and 18% low for
1971, again indicating that the increase in hospital costs over the
period was sharper than anticipated.
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TABLE E.—INCREASES IN COST PER CAPITA BY TYPE OF
SERVICE ASSUMED FOR FORECASTING THE CURRENT COST
RATES FOR THE HOSPITAL INSURANCE PROGRAM IF THE
LONG-RANGE INCREASE IN HOSPITAL COSTS IS COMPARABLE
TO THAT IN THE DECADE BEFORE 1966 (INCREASE OVER
PRIOR YEAR)

[In percent]

Extended

care Home health

Calendar year Hospitals facilities agencies
1970. ... ... 114 —26 19.5
1971, ... 10.5 19.5
1972 .. 115 15 19.5
1973, 11.0 22 19.0
1974 ... 11.0 21 18.0
1975 .. 10.5 19 18.0
1976, 10.0 16 15.0
1977 . 9.5 12 11.0
1978. ... 8.5 11 10.0
1979.... ...l 8.0 9 8.0
1980.........coo 7.5 7 7.0
1981. ... 7.5 6 6.0
1982, ... ... 7.5 5 5.0
1983 andlater................ 7.5 5 5.0

TABLE F.—INCURRED COST!* OF HOSPITAL INSURANCE
PROGRAM (FOR THE INSURED ONLY) AS A PERCENT OF
TAXABLE PAYROLL?

[In percent]

Calendar year tncurred cost

! Benefit payments and administrative expense, plus a provision for trust fund
growth equal to one year's expenditures for 1985 and thereafter.

2 Earnings in covered employment and taxable earnings base assumed to rise
5% annually.
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TABLE G.—COMPARISON OF PREVIOUS COST ESTIMATES
EXPRESSED AS A PERCENT OF TAXABLE PAYROLL WITH
ACTUAL RESULTS!®

[In percent]

Date estimate made

Decem-
July ber March
19652 196727 1970% Actual®

Estimate of experience in:
1966

041 ................ 0.39
82 ... .95
82 093 ... 1.03
.87 98 ... 1.09

91 1.03 1.19 1.17
95 1.07 1.32 1.30

! The estimated benefits and administrative expenses shown are divided by the
effective payroll; i.e., that payroll which when multiplied by the combined tax rate
for employers and employees together, will produce the estimated contribution
income.

2 Committee on Ways and Means, Committee Print 51-291, July 30, 1965. The
contributions for 1966 and 1967 were adjusted to an incurred basis using the
assumption made in 1965 that the average lag between incurred and cash con-
tributions is 1 month.

3 Committee on Ways and Means, Committee Print 87-369, Dec. 11, 1967.

4 1970 Trustees' Report for the HI program.

% See table H.

The 1970 estimate proved to be very accurate for each of its first
two years, this time overestimating the expenditure by a small margin.
Much more information was available for this estimate than for those
made earlier.

The estimates shown are not strictly comparable, due to the changes
in legislation or regulations between the date on which an estimate
was prepared and the year for which it was made. For example, for
the initial estimates prepared for the House Ways and Means Com-
mittee in February 1965 (and reported in the Committee Report pub-
lished on July 30, 1965) the following adjustments should be made
for comparability :

(1) Increase in benefits as a result of the 1967 Amendments, raising
the cost of the program by approximately 145% per year after 1967.

(2) Change in the earnings base applicable to 1968 and subsequent
years from $6,600 to $7,800, which increased the covered payroll by
approximately 7% in 1968, by 6% in 1971, and by lower amounts in
later years.

(3) Passage of legislation including hospital workers under the
minimum wage.

(4) Payment to hospitals of an allowance of 2% of costs in addi-
tion to all determinable costs. For reimbursements for services pro-
vided after June 1969, this allowance was reduced to approximately
1.2% of costs.
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(5) Payment during the initial years of the program for services
in a very large number of extended care facilities which did not meet
the standards set forth under the law but that were taking steps to
overcome the deficiencies that prevented meeting such standards.
(Most of these institutions were subsequently dropped.)

(8) Payment during the initial years of the program for a larger
proportion of the services in extended care facilities than specified
1n the law. (This situation was subsequently corrected, resulting in a
decrease in extended care patient days per capita of approximately
50%. )

Tht)are are also many less important differences between specifica-
tions at the time of enactment and the actual program that developed.
Rates comparable to the 1965 estimates that have been standardized
for the above factors (except the minimum wage legislation) would
be as follows:

TABLE H.—COMPARISON OF ESTIMATED AND ACTUAL
HOSPITAL INSURANCE TAX RATES

[In percent]

Year Estimate  Standardized Actual Ratio to actual
1966...... 0.41 0.42 0.39 1.08
1967...... .82 .87 .95 .92
1868...... .82 .82 1.03 .80
1969.... .. .87 .86 1.09 79
1970...... 91 .89 1.17 .76
1971...... .95 .93 1.30 72

The standardized rates are only 4% low for the first year and one
half of the program, but are 28% low for 1971.

The more past experience available at the time of an estimate, and
the shorter the time period between date of estimate and the year being
estimated, the more accuracy one should expect. Experience with the
hospital insurance programto date bears out this expectation. There
1s nonetheless much that can go wrong in the estimation process, and
present estimates for years far in the future must be considered to have
a relatively large likelihood for substantial error.




D. Cost Estimates for the Supplementary Medical Insurance
Program

PrincrpaL Intpact oF COMMITTEE ACTIONS

The committee bill substantially expands the protection provided by
the supplementary medical insurance program, by extending its provi-
sions, effective July 1, 1978, to disabled workers under age 65 (and to
disabled widows and widowers, and to beneficiaries entitled to child’s
benefits based on disability which began prior to age 22 (who have
been entitled to cash benefits under the old-age, survivors, and disabil-
ity insurance system for no less than 24 consecutive months. Due to the
provision in the committee bill to reduce the waiting period for dis-
ability insurance benefits from 6 to 4 months, coverage will become
effective in the 29th consecutive month of disability. The protection
under the SMI system is automatic for these disabled beneficiaries al-
though they may optionally disenroll.

The average cost for the disabled enrollees under age 65 will be
much higher than the average cost for the age 65 and older enrollees
now under the program. The premium rate charged to disabled en-
rollees under age 65 will be the same, however, as the rate charged to
enrollees age 65 or older. Any difference between an actuarially ade-
quate rate and the premium rate charged will be financed from the
general fund of the Treasury. The additional general revenue financ-
mg required in calendar year 1974 is $426 million.

LimrraTioN oN THE INcrEASE IN SMI Premium RaTE

The committee bill provides for the SMI premium rate to be pro-
mulgated during December of each year for the 12 month period com-
mencing on July 1st of the succeeding year, as is presently the case.
However, the bill provides that the premium rate shall be the lessor
of (1) the “actuarially adequate rate” for enrollees 65 and over as de-
termined under current law and (ii) the premium rate promulgated
the previous December increased by the rate of increase in cash bene-
fits. Such rate of increase in cash benefits will be equal to the increase in
the general level of cash benefits from that which appears in the cash
benefit table for June 1st of the year in which the premium is promul-
gated to that which will appear (or is believed will appear) June 1st
of the succeeding year. Thus, the increase that can occur in the premium
rate which takes effect in July of any yvear cannot be greater relatively
than the increase in cash benefits that occurred during the previous 12
months. The limitation will affect premium rates promulgated in De-
cember of 1972 and subsequent years. .

Despite the limitation on the increase in the premium rate charged
enrollees under the supplementary medical insurance program, the

(373)
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actuarial soundness of the program is not impaired. The bill provides
that the supplementary medical insurance trust fund will be reim-
bursed from the general fund of the Treasury for the excess of the
incurred cost of fhe program over the premiums collected. The in-
curred cost of the program, on which such reimbursement from the
general fund of the Treasury will be based, is determined by the
“actuarially adequate rates” promulgated by the Secretary of Health,
Education, and Welfare for aged beneficiaries and disabled insurance
beneficiaries respectively. Such rates will be 14 of the average monthly
cost of benefits and related administration for services provided under
the program during the fiscal year to which the rate applies for aged
and for disabled beneficiaries separately. Such actuarially adequate
rates will be determined and promulgated in December for the subse-
quent fiscal year beginning the following July.

The actuarially adequate rates to be promulgated in December 1972
will include the cost of the new benefits provided by the committee
bill, which take effect prior to the period, fiscal 1973, to which these
rates apply. The actnarially adequate rate for the aged will thus in-
crease over the current premium rate due not only to the normal
increase in cost per enrollee of the program (due to price increases
and relatively greater use of more expensive services) but also as a
result of such new benefits. As a result of the 1972 amendments to the
Social Security Act, however, the general level of cash benefits will
increase by 20 percent in September 1972. Since the increase in cost due
to normal increases and the new benefits combined are less than 20 per-
cent, the limitation on premium increases will have no effect on the
premium promulgated for fiscal 1974.

The effect of the limitation on the premium rate for the aged and
of the limitation of the premium rate for the disabled to that charged
the aged is that a greater proportion of the program will be paid
from general revenues then has been the case in the past.

SumMaRy oF OTHER Crianees WaicH HAVE a SIGNIFICANT IMPACT
oN Cost

The committee has also adopted several other changes which have
a significant impact on the cost of the supplementary medical in-
surance program. A summary of those changes which have a sig-
nificant impact on cost, together with an estimate of the increase in
the premium that will be required when such premium is not con-
strained by the limitation on increases in the premium rate discussed
above, and an estimate of the cash outgo resulting from the change
in 1974 follows:
1. Coverage of chiropractors services. 1974 cost : $113 million.
Premium increase : $.19 per month.
2. Coverage of outpatient rehabilitation care provided in the
SMI program and elimination of the House provision for
additional coverage of physical therapy in the practitioner’s office
or patient’s home. 1974 cost : $16 million. Premium increase: $.03
per month.
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3. Coverage of the services of clinical psychologists when fur-
nished through facilities which provide only clinical psychologists’
services, as well as clinics, rehabilitation agencies, public health
agencies, and providers under the program. (Such services are
now covered if the clinic or agency is directed by a ph}};sician.)
1974 cost: $7 million. Premium increase : $0.01 per month.

4. Coverage of speech pathology when furnished through facili-
ties which provide only speech pathology services, as well as
clinics, rehabilitation agencies, public health agencies, and pro-
viders under the program. 1974 cost: $24 million. Premium
increase: $0.04 per month.

The impact of the committee decisions is to increase the expenditures
of the SMI program by $625 million in 1974 and by substantially
more in later years when the impact of the liberalization of the dis-
ability insurance program will affect the cost of the SMI program. The
premium rate will itself be increased by $.27 per month initially, as a
result of those changes which affect the coverage provided to the aged
enrollees. Due to the limitation on increases in the premium rate,
however, subsequent increases resulting from these provisions may be
met from general revenues rather than premium payments from the
individuals covered.

The committee has eliminated the provision in the House bill to
increase the deductible from $50 to $60 per year, which would have
reduced the cost of the program by $115 million in 1974.

SuMMARY oF INcoME AND DISBURSEMENTS

The income and disbursements of the supplemental medical insur-
ance program are summarized in the table below. The disbursements
shown are the cash expenditures that will be made in the years indi-
cated and are consistent with the estimates carried in the 1972 Presi-
dent’s budget and those in the 1972 Report of the Board of Trustee
of the Supplemental Medical Insurance Program. The premium rate
during fiscal 1973 is $5.80, which determines the premiums and gen-
eral revenue financing during this period. For periods after July 1,
1974, the sum of the income from premiums and general revenue con-
tributions is equal to the incurred cost of benefits and administrative
costs. The lag between the time services are performed and the date
payment is made for them results in additions to the trust fund, sup-
plemented further by interest earned on the trust fund.



TABLE 12.—ESTIMATED OPERATIONS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND UNDER
PRESENT LAW AND COMMITTEE BILL

1972 1973 1974 1975 1976 1977

Present law:

Income:
Premiums..................... .. 1,392 1,508 1,674 1,862 2,067 2,292
General revenue..... [ [T 1,406 1,511 1,674 1,862 2,067 2,292
Interest..... ... .0 ol 31 39 47 57 67 79
Totalincome.......................... 2,829 3,058 3,395 3,781 4,201 4,663

Disbursements:

Benefits............................... 2,340 2,572 2,850 3,169 3,519 3,903
Administrative costs 330 355 397 442 491 545
Total disbursements.......... ... 2,670 2,927 3,247 3,611 4,010 4,448
Trustfundatendofyear.......... ... . 609 740 888 1,058 1,249 1,464

9.8



Committee bill:

Income:
Premiums. ... ..o 1,392 1,589 1,796 1,889 1,985 2,084
General revenue. ...........cooovieennnnnans 1,406 1,768 2,239 2,722 3,144 3,607
Interest. ... 31 45 61 74 88 103
Totalincome............coooveviieneiannn. 2,829 3,402 4,096 4,685 5217 5,794
Disbursements:
Benefits............c..o i 2,340 2,705 3,407 3,927 4,368 4,851
Administrativecosts......................... 330 373 465 535 596 663
Total disbursements....................... 2,670 3,078 3,872 4,462 4,964 5514
Trustfund atendofyear........................ 609 933 1,157 1,380 1,633 1,913

LLe
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VI. SUPPLEMENTAL SECURITY INCOME FOR THE
AGED, BLIND, AND DISABLED

(Title IIX of the bill)

Three categories of needy adults are eligible for federally matched
assistance payments: persons 65 and over, blind persons (without re-
gard to age), and permanently and totally disabled persons 18 years of
age and older. The programs of aid to the aged, blind, and disabled are
State-administered, with States setting the payment levels. The com-
mittee bill would replace these welfare programs with a new Federal
Supplemental Security Income program.

Under the new program, aged, blind, and disabled people would be
assured a monthly income of at least $130 for one person living alone
and $195 for a couple.

In addition, the first $50 of social security or other income and an
additional $85 of earned income would not cause any reduction in the
amount of the supplementary income payment.

Present Law

Under present law for the Federally matched welfare programs,
each State establishes a minimum standard of living (needs standard)
upon which assistance payments are based; any aged, blind or dis-
abled person whose income is below the State needs standard will be
eligible for some assistance, although the State need not pay the full
difference between the individual’s income and the needs standard.

Generally speaking, all income and resources of an aged, blind or
disabled person must be considered in determining the amount of the
assistance payment (though a portion of earnings may be disregarded
as a work incentive). States also place limitations on the real and per-
sonal property an aged, blind or disabled individual may retain with-
out being disqualified for assistance.

Monthly State payments to an aged, blind or disabled individual
with no other income range between $66 and $250 and for an aged
couple between $121 and $350.

The current State assistance levels are shown in tables 1 and 2.

House Bill

The House-passed bill would establish a new Federal assistance pro-
gram for the needy aged, blind and disabled which would:

(1) replace the three present State-administered programs of as-
sistance to the aged, blind, and disabled with one combined adult as-
sistance program which would be federally administered by the Social
Security Administration and would have nationally uniform require-
ments for such eligibility factors as the level and type of resources al-
lowed and the degree of disability or blindness;

(2) provide that each needy aged, blind, or disabled adult would
receive assistance sufficient to bring his total monthly income up to
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$130 in fiscal year 1973, $140 in fiscal year 1974, and $150 thereafter
(for couples the levels would be $195 in fiscal 1973 and $200 there-
after) ; and

(3) provide that the cost of these basic benefit levels for the aged,
blind, and disabled will be paid entirely by the Federal Government.

In August 1971 the President requested that the effective date for
the welfare provisions of the House-passed bill be delayed for one
year. Thus, the $150 Federal guaranteed minimum income for the
aged, blind and disabled would become effective in July 1975 rather
than July 1974.

Committee Bill

The committee bill would make a major departure from the tradi-
tional concept of public assistance as it now applies to the aged, the
blind, and the disabled. Building on the present social security pro-
gram, it would create a new Federal program administered by the
Social Security Administration, designed to provide a positive as-
surance that the Nation’s aged, blind, and disabled people would no
longer have to subsist on below-poverty-level incomes.

Eligibility

Under the new Supplemental Security Income program, persons
65 and over, blind persons, and disabled persons would be assured an
income of $130 a month for individuals and $195 a month for couples.
Individuals (or couples) with assets (other than excluded assets) of
more than $2,500 would not qualify for Supplemental Security In-
come payments.

The committee bill would provide that the definitions of blindness
and disability which are used in the disability insurance program estab-
lished under title IT of the Social Security Act would be generally
applicable to disabled and blind people under the new supplemental
income program.

A person would be considered disabled if he were unable to engage
in any substantial gainful activity by reason of a medically determina-
ble physical or mental impairment which can be expected to result in
death or has lasted, or is expected to last, for not less than 12 months.

The Secretary would be expected to secure the needed medical evi-
dence where the evidence was needed to make a sound determination.

An individual would be found disabled if his impairments are so
severe that he is not only unable to do his previous work but cannot,
considering his age, education, and work experience, engage in any
other kind of substantial gainful work which exists in the national
economy, regardless of whether such work exists in the immediate
area in which he lives, or whether a specific job vacancy exists for
him, or whether he would be hired if he applied for work.

The term “blindness” is defined as central visual acuity of 20/200 or
less in the better eye with the use of correcting lens. Also included in
this de’ﬁnition is the particular sight limitation referred to as “tunnel
vision”.

Tn order to facilitate an orderly transitional process, those blind
and disabled neople who are on the benefit rolls in December 1973 under
existing State programs would be considered blind or disabled for
purposes of this program provided that they meet the definition of
disability or blindness which was in effect as of October 1972.
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Under the bill, a disabled individual who goes to work would be
allowed a trial-work period in which to test his ability to work before a
decision would be made as to whether or not his disability has ceased.
Under the trial-work provisions, a disabled individual could work in
each of 9 months, so long as he had a2 medically determinable dis-
ability, before it could be determined that his disability no longer
prevented him from performing substantially gainful work. Any
services he performs would not serve to demonstrate an ability to en-
gage in substantial gainful activity during the 9-month trial-work
period. After 9 months of trial work have been completed, however,
any work he had done would be evaluated to determine whether he had
demonstrated an ability to engage in substantial gainful activity. If
he had demonstrated this ability, it would be determined that he 1s no
longer disabled.

The House-passed bill would extend Federal benefits to permanently
and totally dicabled children under age 18. The benefits would be sub-
stantially higher than benefits for these children if they received family
welfare benefits. Parents’ income and resources would have to be taken
into account in determining the eligibility and benefits of children
under 21, and the benefit would be reduced by one-third to reflect the
value of room and board provided by the parent to the child.

The House justified its inclusion of disabled children under age 18
under aid to the disabled, if it is to their advantage, rather than under
the program for families with children, on the grounds that their needs
are often greater than those of nondisabled children. The needs of dis-
abled children, however, are generally greater only in the area of health
care expenses. In all but the two States that do not have medicaid pro-
grams, children now eligible for cash assistance are covered under ex-
isting State medical assistance programs. Disabled children’s needs for
food, clothing, and shelter are usually no greater than the needs of
nondisabled children.

Under the committee bill, the new income security program would
apply only to disabled persons 18 years of age and older.

Benefits under the new program would be paid only to people who
are residents of the 50 States and the District of Columbia, and who
are either United States citizens or aliens lawfully admitted for per-
manent residence. (The present provisions of Titles I, X, XIV, and
XVT of the Social Security Act would continue in effect for Puerto
Rico, the Virgin Islands, and Guam.) Residence abroad for a full cal-
endar month would preclude eligibility for that month, and when an
individual has been residing abroad for 30 consecutive days or more,
he would not again be eligible for payments until he had returned to
the United States for at least 30 consecutive days.

Under the new program, the Secretary of Health, Education, and
Welfare would be required to determine an individual’s eligibility for
benefits for each quarter in a year. This does not mean, though, that
quarterly investigations of all aspects of eligibility would be required
in every case. Such frequent redetermination of disability in many
cases, or of blindness in most cases, would serve no useful purpose. The
Secretary would, therefore, have the authority to make redetermina-
tions of blindness and of disability at such intervals as he considers
reasonable and necessary, considering the severity of individual condi-
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tions and the purpose of the program, to assure that benefits are not
paid to people who are no longer eligible.

In some cases, the financial status of beneficiaries will fluctuate dur-
ing the year and periodic examination of an individual’s income and
resources would be needed in order to assure that benefits paid would
be based on current income. Therefore, the Secretary ordinarily would
make a redetermination as to income and resources on a quarterly
basis. Somewhat less frequent redeterminations of income and re-
sources, however, would be required in the cases of the very old, blind,
or the extremely disabled—where large increases in income are un-
likely. Whenever changes in income do occur, however, they would
have to be reported and appropriate adjustments in the amount of
benefits payable would be made.

In keeping with the basic concept of the new program as providing
supplemental security income, beneficiaries and prospective benefici-
aries would be required to apply for, and make every effort to obtain,
all other benefits for which they might be eligible. Therefore, an in-
dividual who does not take all appropriate steps to obtain such pay-
ments within 30 days of the date that he applies for benefits under
this new program would not qualify for any payments under the pro-
gram and any benefits which had already been paid would be considered
overpayments. Of course, if the time limit or other conditions with
respect to the other benefit could not be met, or applying for the other
benefit would otherwise be futile, the provision would not operate.

In determining marital status, State law will apply, except that, if
a couple has been determined married for purposes of receiving social
security benefits or if they hold themselves out as married in the com-
munity in which they live, they will be considered married for pur-
poses of the new program. In the absence of such a provision in the
new program, there would be a strong incentive for married couples to
allege that they were not married (in order to get higher payments)
and there would be a difficult, if not impossible, administrative burden
of determining whether a marriage existed between two individuals
alleging to be single (but who hold themselves out to be married).
Also, to avoid encouraging couples to live separately in order to get
the higher total benefit, your committee’s bill provides that an eligible
individual and spouse will receive a couple’s benefit until they have
lived apart for six months.

People who are residents of certain public institutions, or hospitals
or nursing homes which are getting Medicaid funds, would get benefits
of up to $25 a month (reduced by nonexcluded income). For these
people most subsistence needs are met by the institution and full bene-
fits are not needed. Some payment to these people, though, would be
needed to enable them to purchase small comfort items not supplied
by the institution. No supplemental security benefits will be paid to an
individual in a penal institution.

Determination of Income and Resources

Definitions of income.—Income for purposes of the committee’s bill
includes both earned and unearned income. Earned income is defined
generally by reference to the definition of earnings for earnings test
purposes under the old-age, survivors, and disability insurance
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i(gﬁ;g?l) program and includes both wages and self-employment

Net earnings from self-employment are defined in the bill by ref-

erence to the present definition applicable to the OASDI program with
the exception of certain provisions of that definition which your com-
mittee believes inappropriate for this program, such as the special
provision under which a farmer’s net income may be presumed to be a
given percent of his gross income,
. Income which does not fall within the bill’s definition of earned
income would be considered unearned. However, certain forms of re-
muneration which are specifically excluded from the OASDI defini-
tion of earnings are not to be considered as income. For example,
contributions by an employer into a health insurance or retirement
fund for his employees are a form of remuneration, but such contribu-
tions would not be considered income—earned or unearned—for the
individual employees.

The kinds of income which would be considered unearned include
annuities, prizes and awards, proceeds of life insurance not needed
for last illness and burial (with a maximum of $1,500), gifts, support
payments, inheritances, grants, dividends, interest payments, as well
as benefits from all other public and private pension, disability, or
unemployment programs.

The House-passed bill sets a guaranteed minimum income level for
aged, blind, and disabled persons which will eventually reach $150 per
month. The House bill allows a portion of earned income to be dis-
regarded, but reduces assistance payments one dollar for each dollar
of social security benefits or other unearned income. Thus under the
House bill, an individual who retires after working for many years
under social security could end up with exactly the same total monthly
income as an individual who had never worked, or his social security
benefits might be little more than the assistance payment he would
receive if he had never worked. The committee is concerned that the
value to him of his years of working and contributing to social security
is little or nothing.

The committee also recognizes that some people do not qualify for
social security benefits because their work was not covered, but have
attempted to provide themselves with a regular source of income from
some other source—a small annuity or public pension, perhaps.

In the opinion of the committee, these provisions in present law and
in the House-passed version of ILR. 1 give inadequate recognition to
the efforts working people make to provide for themselves in
retirement.

The committee bill, therefore, provides that the first $50 per month
of regular income from any source (other than need-related income)
will not be considered in determining eligibility for, or the amount of,
the supplemental security payment. In addition, the committee recog-
nizes that some people will continue to work and attempt to be self-
supporting long after others would have stopped. These attempts
should be encouraged and those who work should find that their work
provides a higher level of income than can be had without working.

Accordingly, the committee bill provides that an afldltlonal $85 a
month plus $1 for each $2 in excess of $85 in earned income shall be
disregarded in determining an individual’s (or a couple’s) income for
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purposes of determining the amount of supplemental security pay-
ments for aged, blind or disabled people. i

As a result of these exemptions, everyone who qualifies for social
security benefits will be assured a monthly income of $180 for an in-
dividual and $245 for a couple.

In recognition of the practical problems that would be encountered
in determining the value of room and board for people who live in
the household of a friend or relative, the committee bill would provide
specific rules for use in these situations. Under the bill, the value of
room and board, regardless of whether any payment was made for
room and board, would be assumed to be equal to one-third of the ap-
plicable benefit standard. For example, an individual who was entitled
to a monthly benefit of $130 on the basis of a disability and who lived
in the home of his son would have his monthly benefit reduced to $87
whether or not he paid for his room and board. On the other hand, if
the individual lived in a rooming or boarding house, there would be no
reduction in his benefit. .

In addition, the committee bill would provide that in determining
an individual’s income for purposes of supplementary security income
payments, any rebate of State or local taxes (such as real property or
food taxes) received by an aged, blind or disabled recipient would not
be counted as income or assets.

For example, some States provide an income tax credit to elderly
homeowners in recognition of the impact which, rising property taxes
have on those who are retired and living on fixed incomes. If the in-
dividual has an income tax liability for the year, the credit is used to
offset that liability. Because the supplementary income payment would
be based on gross income without regard to the amount of taxes paid
the credit represents a real gain in income. If, however, the individual
has no income tax liability, the credit may be paid to him in the form
of a tax “refund.” If the law made no special provision. such a refund
would be considered an increase in gross income, which would result
in an offsetting reduction in his supplementary income payment and
therefore no change in his real income. The committee bill provides for
such refunds or rebates to be disregarded so that people who get sup-
plementary income payments and who receive tax refunds will enjoy
the same increase in real income as those who get credits against their
tax liability.

In line with the committee’s desire to provide every opportunity
and encouragement to the blind and disabled to return to gainful em-
ployment, the new program. would permit the blind and disabled and
their spouses to exclude additional income that is needed to pursue a
plan that has been anpproved by the Secretary for achieving self-sup-
port and the committee intends that these provisions be liberally con-
strued if necessary to accomplish these objectives. A blind person,
for example. misht be getting $80 per month from a brother. in addi-
tion to. say, $100 a month he is earnine himself. If the money from
his brother were being saved for the establishment of a business—pos-
sibly a macazine stand or small store—which could help make him
self-sunporting, the monev could be excluded if the Secretary ap-
proved his plan to establish a business.
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The bill also includes a provision under which payments provided
on the basis of need by a State or local government (including from
Indian tribes) to supplement the Federal benefits provided under this
program would be excluded from income.

The new program would provide that unearned income, in addition
to other excluded income, of $60 or less in a quarter, if received irreg-
ularly or infrequently, would not reduce a person’s benefit. Under this
provision, a small gift and insignificant earnings from occasional work
would be excluded from income.

Home produce used by members of the household for their own con-
sumption would be excluded because of the administrative difficulties
involved in determining the value of such produce .

One-third of any payment received from an absent parent for the
support of a child eligible for benefits under the program would be ex-
cluded from income.

Income received by eligible individuals for the care of a foster child
placed in the individual’s home by a public or nonprofit child-place-
ment or child-care agency would also be excluded. Your committee
believes this exclusion would permit a needy individual to continue as
a foster parent and to furnish a home and guidance to a needy child.

E'xcluded resources.—An individual (or an individual and his eli-

ible spouse) with resources in excess of $2,500 would not be eligible

or payments under the program. However, in determining resources
for purposes of eligibility certain resources would be wholly or par-
tially excluded.

An individual’s home, household goods, and personal effects and
automobile, would be excluded, within limits determined by the Secre-
tary of Health, Education, and Welfare. Because household goods and
personal effects generally are not counted as resources under most of
the present programs, it seems appropriate to continue their exclusion
under the new program.

The bill also contains an exclusion of resources essential to an indi-
vidual’s means of self-support, such as the tools of a tradesman, farm
machinery, the inventory of a small business and the land surround-
ing a small rural home.

Life insurance policies would not be counted as resources if the total
face value of the policies is not more than $1,500. In the case of a hus-
band and wife, each could have insurance policies of up to $1,500 face
value. Otherwise, the cash surrender value of an insurance policy would
be counted as a resource.

Resources that are readily convertible to cash, such as stocks and
bonds, would be counted as a resource in determining whether the assets
of the individual (or couple) are within the $2,500 limit. Income-
producing property which is not used as part of a trade or business,
would be excluded from the resources limitation only to the extent it is
producing a reasonable return. The exclusion would be based on a fixed
percentage return, to be set forth in the regulations of the Secretary,
n order to permit adjustments for changing economic conditions.
Property not used in the operations of a trade or business and which
does not provide a reasonable return should clearly be included as re-
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sources. Assets such as buildings or land not used as the individual’s
abode (which is excluded as described above) which are not readily
convertible to cash must be disposed of within a time limit ;érescrlbed
by the Secretary of Health, Egucation, and Welfare. The Secretary,
however, may pay conditional benefits during the period allowed for
disposal of these assets. Any proceeds resulting from the disposition of
the assets would be taken into account in determining eligibility for
benefits. The individual would be obligated to return the conditional
benefits to the extent that such benefits would not have been payable if
the proceeds had been taken into account at the time the person started
getting the benefits. . .

An individual (or couple) disposing of assets to a relative for less
than fair market value will be assumed under the committee bill to
have done so for the purpose of qualifying for supplemental security
payments and will accordingly be disqualified from receiving such
payments for a period of one year.

Vocational Rehabilitation

Many blind and disabled people want to work and, if the oppor-
tunity for rehabilitation for suitable work were available to them,
they could become self-supporting.

Under the new program, all individuals under age 65 who are receiv-
ing supplemental benefits based on disability or blindness would be re-
ferred to the State vocational rehabilitation agencies for rehabilitation
services. The Secretary would be authorized to pay the full costs of
the vocational rehabilitation services provided to qualified individ-
uals; the primary objective is to restore as many as possible to produc-
tive activity.

Every disabled or blind person who is offered rehabilitation services
would be required to accept such services. No individual would be
eligible for benefits if he refused without good cause to accept re-
habilitation services.

Payment of Benefits

While the committee believes that in a program such as it proposes
benefits generally should be paid monthly, it recognizes that a few situa-
tions will occur in which the needs of particular beneficiaries can be met
by other than monthly payments or where monthly payments would
not be consistent with good administration. The bill, therefore, would
provide the Secretary with discretionary authority to make payments
at such times as he deems appropriate in light of the particular circum-
stances. In addition, the Secretary would be authorized to make pay-
ments on behalf of a beneficiary to some other person (including an
appropriate public or private agency) when it appears to him that the
other person has an interest in the beneficiary and payment to the other
person would be in the beneficiary’s interest.

When a husband and wife are entitled to benefits, each may be paid
one-half of the total monthly benefit.

In the interest of efficient administration and to permit the rounding
of income and benefits, the Secretary would be permitted to establish
ranges of income—that is, to use income brackets within which a sinole
benefit amount would apply. e
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. The bill also provides that payments may be made to individuals
initially applying for benefits when there is strong evidence of the
likelihood of eligibility and if they are faced with financial emergen-
cies. Advances of up to $100 against future benefits may be paid to each
such applicant, where the applicant is presumptively eligible for
benefits.

A special provision for the disabled would be made in recognition
of the fact that in some cases additional time is needed to obtain and
evaluate medical and other evidence to establish disability, and that a
mechanism is needed for meeting living costs during the period in
which a formal determination of disability is pending. Under this
provision, disabled applicants could be paid up to 3 months’ benefits
when a prima facie case for determining that a disability existed had
been presented. In order to avoid any interruption in benefits to an
eligible disabled person, the committee expects that the Secretary will
make the initial determination of disability before the end of the
8-month period. Any benefits paid on the basis of this special pro-
vision would not constitute an overpayment that would have to be
recovered in the rare case where an individual later is found not to
have been disabled.

Procedural and Miscellaneous Matters

(a) Owerpayments and underpayments—Whenever the Secretary
finds that an individual had been paid more than the correct amount
of supplemental income he would be authorized to recover the over-
payment. The Secretary could waive overpayments in the interest of
equity where the overpaid individual was without fault. Also, if less
than the correct amount of benefits had been paid, the Secretary would

ay the balance due to the underpaid individual. If the individual dies

efore the amount due has been paid to him, or before he negotiates
the check representing the correct payment, the amount due would be
paid to his eligible spouse, if there is one, and the payment would not
be taken into account in determining the spouse’s eligibility under this
program. Underpayments, however, would not be paid to the estate
of a deceased individual since that would not further the objective of
providing supplemental income to individuals. Overpayments, on the
other hand, could be recovered from the estate of a deceased individual.

(b) Beneficiary reports—Beneficiaries would be required to report
any changes in circumstances, as the Secretary deems necessary, to
determine continued eligibility or any necessary changes in benefit
amounts. An individual’s willful failure to submit reports requested
by the Secretary, or willful delay in submitting such reports, would
be cause for the Secretary to reduce the individual’s benefit by $25 in
the case of the first such failure or delay, $50 in the case of the second,
and $100 in the case of the third or subsequent failure or delay.

(¢) Hearings and review—The bill requires that there be notice
and opportunity for hearings for any individual who disagrees with
a determination with respect to eligibility for payments or the amount
of the payments. The individual would have to request the hearing
within 30 days after receiving notice of the determination. Decisions
would be rendered within 90 days following a properly submitted re-
quest for a hearing (except that the 90-day requirement would not
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apply when a hearing is held to determine whether a person is dis-
abled). If payments during the hearing ﬁrocess were continued, they
would be considered overpayments if the Secretary’s initial deter-
mination were sustained. Final determinations of .the Secretary would
be subject to judicial review in the Federal district courts. However,
determinations as to the facts which the Secretary makes after a hear-
ing provided by him would be conclusive and not subject to judicial
review.

Where an individual who has requested a_hearing is represented
before the Secretary by an attorney, the provisions of the cash social
security program (pertaining to attorney fees) would be applicable
except that there would be no withholding of attorney fees from such
individual’s benefits. .

Also, the protective rules and regulations on representation of
claimants that apply to the old-age, survivors, and disability insurance
program would be applied to the Supplemental Security Income
program.

(d) Prohibition of assignments; rulemaking authority; subpena
power.—Any amounts paid or payable under the new program would,
like social security benefits, generally be exempt from levy, garnish-
ment, or other legal process. Also, entitlement to these benefits would
not be transferable or assignable.

The Secretary would be authorized to establish rules, regulations,
and procedures necessarv to administer the new program and to pre-
scribe the evidence required to qualify for the supplemental income
that would be provided.

However, the Committee bill provides a specific prohibition acainst
the use of the so-called “declaration method” of establishing eligibility
for henefits.

The Secretary, for the purpose of any hearing or other proceeding
authorized under this program, could issue a subpena requiring the
attendance and testimony of witnesses and the production of evidence
relative to any matter in connection with hearings or proceedings.
In case of contumacy, or refusal to obey a duly served subpena, the
proper United States district court could, upon application by the
Secretary, issue an order to comply with such subpena and failure to
obev such court order could be punished as contempt of court.

The bill would also provide that the privilege against self-incrimi-
nation would not excuse any person from testifying, but that he would
not be prosecuted or subjected to a penalty or forfeiture on account of
any matter concerning which he is compelled to testify after claiming
his privilege against self-incrimination, except in case of perjury.

(e) Furnishing of information by other Federal agencies—The
committee’s bill would require that the heads of all Federal agencies
provide such information as the Secretary may require for purposes of
determining eligibility for benefits under this title. For example, the
records of the Internal Revenue Service would be made available in
verifying information as may be needed.

(f) Frawd.—The bill would provide a fine of not more than $1,000,
or 1mprisonment. for not more than one year, or both, for individuals
convicted of fraud in connection with a claim for benefits. The pen-
alties which would be provided by the bill are the same as those pro-
vided for fraud under title IT of the Social Security Act.
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(g) Annual reports—Annual reports by the Secretary to the Con-
gress and the President on the operations and administration of the
proiram, and on its impact on related programs would be required.

(h) Food stamps and surplus commodities—Under the committee
bill (as under the House-passed bill), individuals receiving payments
under the new program will not be eligible for food stamps; they
will also not be eligible for surplus commodities.

(i) Confidentiality of information.—Information in the records of
the Secretary would generally be held in confidence. However, the bill
would direct that any information in his records must be released to
the General Accounting Office, Congressional Committees, State legis-
lature committees, State and Federal law enforcement agencies, Fed-
eral, State, and local prosecutors and the Immigration and Naturaliza-
tion Service. Such information would be available, of course, only in
connection with the official duties of such officials, and éxcept for a
court prosecution or a quasi-judicial administrative proceeding they
would be required to maintain the confidentiality of the information.

(7) Administration—In the course of the delhberations leading up
to the committee’s decision to recommend the new federally admin-
istered program, it became convinced that by utilizing the administra-
tive structure of the Social Security Administration excessive expan-
sion of the Federal bureaucracy could be avoided. There is, however,
some apprehension that admimstration of the new program and the
existing social security programs by a single agency could lead to
confusion between the new program and the old-age, survivors and
disability insurance program. In this regard, the committee reempha-
sizes the point made in the House report that while a single agency
might administer the programs, there is no intent to merge the new
supplemental program with the existing social security program. Each
is to maintain its own identity and this uniqueness would be stressed
by requiring separate applications and reports for each type of benefit
and in particular by issuing separate benefit checks.

Because of the practical problems involved in determining how the
actual disbursements for administrative expenses should be made when
the same officers will be providing services for both the OASDI pro-
gram and the new Supplemental Security Income program, it may be
necessary to make the initial disbursements for administering the new
program from the QASI trust fund and the bill provides for this
authority. If any disbursement should be made from the social security
trust fund to pay any of the administrative costs of the new program,
it would be considered as an administrative convenience only and
moneys should be promptly repaid to the trust fund, with an addi-
tional payment to make up for any interest earnings that were lost
to the trust fund as a result of the transaction. Any disbursements
from the trust fund for the administrative expenses of the proposed
supplemental program must be fully covered in advance by available
appropriated funds; in no sense should the procedure be looked upon as
a shorteut around the regular appropriation process or as a way to
undercut linitations contained in enacted appropriations. Moreover,
the bill would provide that the authority to make expenditures out of
the trust fund would expire after any fiscal year for which advances
from the trust fund, including payments in lieu of lost interest, had
not been repaid.
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Social Services for the Aged, Blind, and Disabled

The section in chapter IX of this report concerning social services
(see pp. 483ff) outlines the provisions of the committee bill providing
Federal matching for social services. For beneficiaries of Supple-
mental Security Income services are provided for in a new title VI
of the Social Security Act. . .

The new title will authorize the provision of rehabilitation and
other services to help aged, blind, and disabled individuals to obtain
or retain capability for self care, the same definition as 1n existing law.
Federal matching for these services will be subject to the limits the
Congress will soon be acting upon which are contained in the Confer-
ence Committee substitute for the Senate amendment to the State and
Local Fiscal Assistance Act of 1972. .

Under the substitute, Federal matching for social services under
programs of aid to the aged, blind, and disabled and aid to families
with dependent children would be subject to a State-by-State dollar
limitation effective beginning fiscal year 1973. Each State would be
limited to its share of $2,500,000,000 based on its proportion of popu-
lation in the United States. Child care services, services provided to a
mentally retarded individual, services related to the treatment of drug
addicts and alcoholics, and services provided a child in foster care
could be provided to persons formerly on welfare or likely to become
dependent on welfare as well as present recipients of welfare. At least
90 percent of expenditures for all other social services, however, would
have to be provided to individuals receiving aid to the aged, blind, and
disabled or aid to families with dependent children. Until a State
reaches the limitation on Federal matching, 75 percent Federal match-
1n% ;vould continue to be applicable for social services as under pres-
ent law.

Puerto Rico, Guam, and the Virgin Islands would continue under
the provisions and funding limitations of existing law as to social
services.

Medicaid Coverage

Under present law, the States are required to cover all cash assist-
ance recipients under the medicaid program. The committee bill, like
the House-passed bill, would exempt from this requirement persons
who are eligible for Supplemental Security Income but would not have
heen eligible for assistance under the State welfare programs for the
aged, blind, and disabled as they were in effect prior to the initiation
of this new program.
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Effective Date

The provisions of the committec bill establishing a new supple-
mental security income program for the aged, blind, and disabled
are effective January 1, 1974.

Amendments to the Program of Aid to the Aged, Blind, and
Disabled

The new Federal Supplemental Security Income program will not
be effective until January 1, 1974, in order to allow the Department of
Health, Education, and Welfare ample lead-time to prepare for the
administrative tasks involved. Until this date, the current State ad-
ministered programs of aid to the aged, blind, and disabled will re-
main in effect.

Many of the amendments which the Committee bill makes in the pro-
gram of Aid to Families with Dependent Children are designed to give
the State greater flexibility in administering that program and would
be cqually useful in the administration of aid to the aged, blind, and
disabled. Accordingly the Committee bill makes a number of temporary
amendments to those programs to be effective during calendar year
1973. These amendments are listed below. A more complete descrip-
tion of each of them is given in the chapter on Aid to Families with
Dependent Children at the pages indicated.

In providing social services to the aged, blind, and disabled, each
State would be authorized to utilize either the same organizational unit
as administers cash assistance or a different unit as it determines best.
States would be permitted to require persons requesting copies of man-
uals and other policy issuances to pay the costs involved. The Com-
mittee bill would authorize the States to terminate assistance to per-
sons who have been out of the State for 90 days. (See chapter IX.)

Under certain conditions vendor payments for rent could be made to
recipients’ landlords and rent payments for recipients in public housing
could be combined in a single check payable to the Housing Authority.
Under at least one court decision, welfare agencies have been required
to continue assistance payments to a recipient who has been found in-
eligible even after the finding was affirmed at an evidentiary hearing
at the local level pending a further appeal to a hearing at the State
level. The Committee bill would authorize States to put the findings
of an evidentiary hearing at the local level into effect immediately.
(See chapter IX.) The Committee bill would make clear that the re-
quirement that welfare information be kept confidential may not be
used to prevent public officials from obtaining information they re-
quire in connection with their official duties. The bill would allow the
Secretary of Health, Education, and Welfare in appropriate cases
to waive the requirement that social services be provided on a state-
wide basis. This provision would become a permanent part of the new
title VI program of services for the aged. supplemental income pro-
gram starting in 1974.

In addition, the committee bill would make applicable to the State
programs of aid to the aged. blind, and disabled for 1973 the same
provisions with respect to drug addicts and alcoholics which the com-
mittee has adopted for the aid to families with dependent children and
the Supplemental Security Income programs. In general, addicts and

78-178 0—72—26
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alcoholics would be ineligible for assistance but would be referred to
the new alcoholism and addiction program established by the bill as
title XV of the Social Security Act.

TABLE 1.—-OLD-AGE ASSISTANCE: INCOME ELIGIBILITY LEVEL
FOR PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC
NEEDS, BY STATE, JULY 1972

Aged individual Aged couple
Largest Largest
Income amount Income amount
eligibility paid for eligibility paid for
level for basic level for basic
payments needs payments needs
Alabama.................. $158 $115 $266 $230
Alaska..................... 25 250 35 350
Arizona.................... 118 118 164 164
Arkansas.................. 149 105 210 210
California................. 183 183 330 330
Colorado.................. 145 145 290 290
Connecticut............. .. 238 238 286 286
Delaware............ . 140 140 197 197
District of Columbia.... ... 113 113 158 158
Florida.................... 121 121 160 160
Georgia.. ................ 102 96 159 159
Hawaii.................... 132 132 205 205
Idaho...................... 182 182 219 219
llinois.................... 173 173 214 214
Indiana..... .............. 185 80 247 160
lowa....................... 117 117 178 178
Kansas....... ...... ..... 203 203 247 247
Kentucky.................. 96 96 160 160
Louisiana................. 147 100 235 188
Maine..................... 123 115 214 214
Maryland..... .. ....... .. 96 96 131 131
Massachusetts. ..... ..... 189 189 280 280
Michigan.................. 184 184 237 237
Minnesota.......... ...... 158 158 230 230
Mississippi................ 150 75 218 150
Missouri. ... .............. 181 85 247
Montana........... ... .. 111 111 175 %;(5)
Nebraska.......... .... .. 182 182 235 235
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TABLE 1.—OLD-AGE ASSISTANCE: INCOME ELIGIBILITY LEVEL
FOR PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC
NEEDS, BY STATE, JULY 1972—Continued

Aged individual Aged couple
Largest Largest
Income amount Income amount
eligibility paid for eligibility paid for
level for basic level for basic
payments needs payments needs
New Hampshire........... $173 $173 $228 $228
New Jersey...... . . ... .. 162 162 222 222
New Mexico............ . 116 116 155 155
New York.................. 184 184 234 234
North Carolina............ 115 115 153 153
North Dakota 125 125 190 190
i0...... 126 126 212 212
Oklahoma 130 130 212 212
Oregon . 122 122 177 177
Pennsylvania.. .. ... ... .. 138 138 208 208
Rhode Island..... ...... . 163 163 211 211
South Carolina............ 87 87 121 121
South Dakota.............. 180 180 220 220
Tennessee. ..... . ...... 102 97 194 142
Texas 119 119 192 192
Utah........ ............. 112 112 150 150
Vermont................... 177 177 233 233
Virginia. .......... . ... . 152 152 199 199
Washington...... ... ... 149 149 214 214
West Virginia........ ... 123 123 156 156
Wisconsin................. 175 175 241 241

Wyoming.................. 139 104 195 178
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TABLE 2.—AID TO THE BLIND AND AID TO THE PERMANENTLY
AND TOTALLY DISABLED: INCOME ELIGIBILITY LEVEL FOR
PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC NEEDS,
BY STATE, JULY 1972

Blind individual Disabled individual
Largest Largest
income amount Income amount
eligibility paid for eligibility paid for
level for basic level for basic
payments needs payments needs
Alabama.................. $125 $125 $71 $71
aska..................... 25 250 250 250
Arizona................... 118 118 118 118
Arkansas.................. 149 105 149 105
California................. 198 198 177 177
Colorado.................. 105 105 123 123
Connecticut............... 238 238 238 238
Delaware................ .. 189 150 117 117
District of Columbia....... 113 113 113 113
Florida.................... 121 121 121 121
Georgia................... 102 96 100 96
Hawaii.................... 132 132 132 132
Idaho............... ... .. 182 182 182 182
Minois.................... 173 173 173 173
Indiana............... ... .. 185 125 185
lowa....................... 144 144 117 117
Kansas.................... 203 203 203 203
Kentucky.................. 26 96 96 96
Louisiana................. 106 101 99 66
Maine................ ... 123 115 123 115
Maryland...... ... ... .. 96 96 96 96
Massachusetts............ 180 180 178 178
Michigan.. ... ..... ... 184 184 184 184
Minnesota........... .. .. 158 158 158 158
Mississippi C 150 75 150 75
Missouri......... .. . 255 100 170 80
Montana.. .. ... ... . 123 123 111 111
Nebraska............. .. .. 182 182 182 182
evada.................... 155 155 ™ ®
New Hampshire........ .. 173 173 173 173
New Jersey. .. .. ... .. .. .. 162 162 162 162
New Mexico............. .. 116 116 116 116

NewYork.................. 184 184 184 184
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TABLE 2.—AID TO THE BLIND AND AID TO THE PERMANENTLY
AND TOTALLY DISABLED: INCOME ELIGIBILITY LEVEL FOR
PAYMENTS AND LARGEST AMOUNT PAID FOR BASIC NEEDS,
BY STATE, JULY 1972—Continued

Blind individual

Disabled individual

Largest Largest

Income amount Income amount

eligibility paid for eligibility paid for

level for basic level for basic

payments needs payments needs

North Carolina $120 $120 $115 $115
North Dakota.. 125 12 125 125
Ohio........... 126 126 116 116
Oklahoma................. 130 130 130 130
Oregon.................... 163 163 122 122
Pennsylvania.............. 150 150 138 138
Rhodelsland.............. 163 163 163 163
South Carolina............ 103 95 87 80
South Dakota........... . 180 180 180 180
Tennessee................ 102 97 102 97
Texas..................... 110 110 110 105
Utah...................... 122 122 112 122
Vermont................... 177 177 177 177
Virginia. .................. 153 153 152 152
Washington............... 149 149 149 149
West Virginia.............. 123 123 123 123
Wisconsin................. 175 175 175 175
Wyoming.................. 139 104 127 104

1No program.



TABLE 3.—NUMBER OF PERSONS AGED 65 OR OVER RECEIVING OASDI CASH BENEFITS, OAA MONEY
PAYMENTS, OR BOTH, BY STATE, FEBRUARY 1972

Number

Number per 1,000 aged population

Both

Undu-

Both

Unduplicated OASDI plicated OASDI
State total OASDI 2 OAA and OAA total OASDI 2 OAA  and OAA
Total.......... 18,700,668 17,961,700 2,014,815 1,275,847 891 856 96 61
Alabama............ 312,616 274,000 112,882 74,266 919 806 332 218
Alaska.............. 6,374 ,600 1,947 1,173 911 800 278 168
Arizona............. 155,507 150,000 13,376 7,869 879 847 76 44
Arkansas............ 226,821 206,000 58,179 37,358 922 837 237 152
California........... 1,667,889 1,601,000 314,033 ,1 898 862 169 133
Colorado............ 168,510 164,000 31,083 26,573 855 832 158 135
Connecticut......... 263,660 261,000 8,130 5,470 891 882 27 18
Delaware............ 41,932 41,000 2,806 1,874 932 911 62 42
District of Colum-
bia................ 52,922 51,100 4,023 2,201 756 730 57 31
Florida.............. 910,060 888,000 55,719 33,659 849 828 52 31
Georgia............. 349,747 308,000 90,728 48,981 911 802 236 128
Hawaii.............. 43,696 42,700 74 1,748 910 890 57 36
Idaho............... 66,020 64,900 3,319 2,199 917 901 46 31
Hlinois.............. 975,479 958,000 33,879 16,400 876 860 30 15
Indiana............. 457 842 453,000 15 974 11,132 905 895 32 22




lowa... .. ........... 326,937
Kansas.............. 243,137
Kentucky.......... .. 316,017
Louisiana........... 284,168
Maine............... 110,720
Maryland. .. ... ... .. 262,778
Massachusetts. ... .. 564,197
Michigan.. .. . 728,212
Minnesota. . ... 378,806
Mississippi...... ... 215,294
Missouri. .. ..... ... 514,789
Montana.... .. .. .. 63,844
Nebraska.. .. .. ... 167,708
Nevada.......... .. 29,087
New Hampshire. .. .. 75,853
New Jersey........ .. 632,467
New Mexico...... ... 67,843
New York............ 1,774,353
North Carolina .. .. 400,500
North Dakota........ 63,432
Ohio................. 905,679
Oklahoma..... .. ... 282,017
Oregon.............. 217,681
Pennsylvania.... . ... 1,159,946
Puerto Rico......... 162,193

319,000
239,000
292,000
243,000
108,000

258,000
550,000
712,000
372,000
186,000

487,000
62,700
165,000
28,400
74,800

626,000

61,900
883,000

142,000

10¥



TABLE 3.—NUMBER OF PERSONS AGED 65 OR OVER RECEIVING OASD! CASH BENEFITS, OAA MONEY
PAYMENTS, OR BOTH, BY STATE, FEBRUARY 1972 ' —Continued

Number Number per 1,000 aged population
Both Undu- Both
Unduplicated OASDI plicated OASD!
State total QASDI 2 OAA and OAA total OASD! 2 OAA  and OAA
Rhode Island. .. .... 96,354 94,900 3,899 2,445 900 887 36 23
South Carolina.. . ... 184,680 172,000 17,467 4,787 923 860 87 24
South Dakota. . ..... 76,544 74,900 3,678 2,034 922 902 44 25
Tennessee.......... 360,904 337,000 49,337 25,433 902 842 123 64
Texas............... 918,534 834,000 209,916 125,382 877 797 200 120
Utah................ 71,807 70,300 2,849 1,342 865 847 34 16
Vermont. . ... ...... 45,413 44,200 4,151 2,938 927 902 85 60
Virgin Islands. ... ... 2,213 1,900 325 12 922 792 135 5
Virginia............. 332,075 325,000 14,211 7,136 872 853 37 19
Washington......... 306,696 300,000 19,189 12,493 929 909 58 38
West Virginia.. .. ... 181,964 175,000 12,205 5,241 901 866 60 26
Wisconsin........... 449,101 442,000 19,695 12,594 920 906 40 26
Wyoming............ 27,650 27,200 1,399 949 864 850 44 30

1 Does not include Guam; data not reported.
2 State data estimated as of Jan. 31, 1972, by the Social Security Administration.
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Costs

The new Federal program as a substitute for the present assistance
programs for needy aged, blind, and disabled result in increased
Federal expenditures as shown in table 4.

TABLE 4.—FEDERAL COSTS FOR THE AGED, BLIND,
AND DISABLED, 1974

[In millions of dollars]
Present law:

Welfare payments. ................... Co s %21
Administration................ ... o 2
Food stamps........... ... ... ... 3

Total..... .. .. . 2.6

Committee bill increases:
Supplemental security income payments (including
cashing out food stamps)..................... .. ...
Administration. .......... ... . 3
Food stamps ..... o —.3

Totalincrease................................... . +3.1
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VII. GUARANTEED JOB OPPORTUNITY FOR FAMILIES

(Part B of title IV of the bill, establishing a new tile XX of the
Social Security Act)

The whole Nation has become increasingly concerned at the rapid
growth of the welfare rolls in recent years, and with good reason.

By far the major factor in this growth has been the increase in the
number of persons receiving Aid to Families with Dependent Chil-
dren. From 5.3 million recipients at the end of 1967, the number of
AFDC recipients doubled during the next four years. The soaring
costs of this program have forced States to shift funds into welfare
that would otherwise go for education, health, housing and other
pressing social needs. There is universal agreement that something
must be done, but there remains much confusion about the nature of
the problem that must be solved. The committee feels that « more
expensive and expansive welfare program is not the answer.

The soaring welfare rolls reflect three developments. L

First, they show that there are a large number of children in this
country who are needy and whose parents in most cases are not
working.

Second, they show an alarming increase in dependency on the tax-
payer. The proportion of children in this country who are receiving
AFDC has climbed sharply, from three percent in the mid-fifties to
nine percent today. This means that an increasing number of families
are becoming dependent on welfare and staying dependent on welfare.

Third, the growth in the AFDC rolls reflects increasing family
breakup and increasing failure to form families in the first place.
Births out of wedlock, particularly to teenage mothers, have increased
sharply in the past decade. Two striking statistics highlight the prob-
lem: the number of families headed by women increased by 15 percent
between 1970 and 1971, while the number of families with both father
and mother present declined in absolute numbers during the same one-
year period. Today, almost 8 million women and children receive wel-
fare because of the “absence of the father from the home”—principally
gpe tho_ 1félmily breakup or failure of the father to marry the mother of

is child.

Many persons who strongly advocate increasing welfare benefits
have simply glossed over the problem of family breakup and the in-
crease of births out of wedlock. Even more importantly, they have
avoided discussing the problem of increasing dependency.

In an article that appeared in the New York Magazine in October
971, Nathan Glazer raises the fundamental question of what increas-
ng dependency on welfare has done for recipients in New York City:

Has it reduced starvation and given them more food? Has it
improved their housing ? Has it improved their environment ? Has
it improved their clothing? Has 1t heightened their self-respect

(409)
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and sense of power? Has it better and more effectively incorpo-
rated them into the economic and political life of the city? . . .
Blanche Bernstein, director of research at the New School’s Cen-
ter for New York City Affairs, has estimated that 50 percent of
the increase in welfare recipients in New York City during the
1960’s was due to desertion and 25 percent was due to illegitimate
births. She reports that in 1961 there were 12,000 deserted families
on welfare in New York City. By 1968 there were 80,000. What
happened in New York City was not an explosion in wel-
fare alone. The city witnessed an explosion in desertion and in
illegitimacy. . . .

Welfare. along with those who pressed its expansion, deprived
the poor of New York of what was for them—as for the poor who
preceded them—the best and indeed only way to the improvement
of their condition, the way that involved commitment to work and
the strengthening of family ties. In place of this, the advocates
of revolution through welfare explosion propagated a false and
demeaning sense of the “rights” of the poor, one which had dis-
astrous consequences . . .

Relief is necessary to the poor. In any civilized society it must
be given generously, and if needed, extensively. But it should be
the aim of every society to find and encourage other means to
the maintenance of a decent standard of living than the distri-
bution of charity, For whatever the position of modern advo-
cates of welfare rights, welfare can never, if given regularly on
an extensive scale, be other than alms, and whatever alms did for
the souls of those who gave them, they could not be good for the
souls of those who received them. Every society—capitalist, so-
cialist, or “welfare state”—tries to find ways to replace money
relief and to make it unnecessary. To advocate its expansion as
a means of dealing with distress is one thing; to advocate its ex-
pansion as a means of breaking the commitment to work with its
attendant effects on self-respect and on family life is irresponsible.

The fundamental problem is raised somewhat differently in an
article entitled “Welfare : the Best of Intentions, the Worst of Results”
that appeared in the August, 1971, issue of Atlantic Magazine. The
author, Irving Kristol, begins by quoting from the 19th century social
commentator Alexis de Tocqueville:

“There are two incentives to work : the need to live and the desire
to improve the conditions of life, Experience has proven that the
majority of men can be sufficiently motivated to work only by the
first of these incentives. The second is only effective with a small
minority. . .. A law which gives all the poor a right to public aid,
whatever the origin of their poverty, weakens or destroys the first
stimulant and leaves only the second intact.”

At this point, we are bound to draw up short and take our leave
of Tocqueville. Such gloomy conclusions, derived from a less than
benign view .of human nature, do not recommend themselves either
to the twentieth-century political imagination or to the American
political temperament. We do not like to think that our instinets
of social compassion might have dismal consequences—not acci-
dentally but inexorably. We simply cannot believe that the uni-
verse is so constituted. We much prefer, if a choice has to be made,
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to have a good opinion of mankind and a poor opinion of our
soclo-economic system. . . .

Somehow, the fact that more poor people are on welfare, receiv-
ing more generous payments, does not seem to have made this
country a nicer place to live—not even for the poor on welfare,
whose condition seems not noticeably better than when they were
poor and off welfare. Something appears to have gone wrong: a
Iiberal and compassionate social policy has bred all sorts of un-
anticipated and perverse consequences. . . .

To raise such questions is to point to the fundamental problems
of our welfare system, a vicious circle in which the best of inten-
tions merge into the worse of results.

As Congress examines fundamental questions concerning the effect
of dependency on welfare, it must also take note of developments in
American society, such as the changing role of women in America and
the increasing public demand for action to improve the quality of life
in this country.

‘When the AFDC program was first established under the Social Se-
curity Act of 1935, American society generally viewed a mother’s role
as requiring her to stay at home to take care of her children ; she would
be considered derelict in her duties if she failed to do so. But values
have changed, and today, one-third of all mothers with children under
age six are members of the labor force, and more than half of the moth-
ers with school-age children only are members of the labor force. This
number has been growing steadily in the past 20 years, and it may be
expected to continue to grow. In families where the father is not pres-
tfant, two-thirds of the mothers with school-age children are in the labor

orce.

At the same time, it is widely recognized today that many important
tasks in our society remain undone, such as jobs necessary to improve
our environment, improve the quality of life in our cities, improve the
quality of education in our schools, improve the delivery of health
services, and increase public safety in urban areas. The heads of wel-
fare families are qualiged to perform many of these tasks. Yet welfare
pays persons not to work ami) penalizes them if they do work. Does it
make sense to pay millions of persons not to work at a time when so
many vital jobs go undone? Can this Nation treat mothers of school-
age children on welfare as though they were unemployable and pay
them to remain at home when more than half of mothers with school-
age children in the general population are already working ?

It is the committee’s conclusion that paying an employable person
a benefit based on need, the essence of the welfare approach, has not
worked. It has not decreased dependency—it has increased it. It has
not encouraged work—it has discouraged it. It has not added to the
dignity of the lives of recipients, but it has aroused the indignation
of the taxpayers who must pay for it.

As President Nixon has stated :

In the final analysis, we cannot talk our way out of poverty; we
cannot legislate our way out of poverty; but this Nation can work
its way out of poverty. What America needs now is not more
welfare, but more “workfare”. . . . This would be the effect of
the transformation of welfare into “workfare,” a new work-
rewarding program.

78-178 0—72—27
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The committee agrees that the only way to meet the economic needs
of poor persons while at the same time decreasing rather than increas-
ing their dependency is to reward work directly by increasing its
value. The committee bill seeks to put the President’s words into
practice by : . . X

(1) Guaranteeing employable family heads a job opportunity
rather than a welfare income; and by .

(2) Increasing the value of work by relating Federal benefits
directly to work effort. .

The committee found that the House-passed bill would not carry
out these objectives. It would not reform the existing welfare system,
but would merely expand it; instead of reducing the welfare rolls it
would increase them by some fifteen million people in the first year
alone. It would not reward work effort but would 1nstead penalize it—
more than present law in most cases. It would not provide work for the
employable but instead would provide welfare for those who work.
Though it would ostensibly separate employables and unemployables,
it in fact would provide welfare payments for both categories.

The basic approach of the House bill is to keep on the welfare rolls
all of those who are now on and to add to the welfare rolls those who
are now working at low incomes. This is welfare expansion, not wel-
fare reform. Having added millions to the welfare rolls the House bill
then operates on the hope that those who have been put onto the wel-
fare rolls can be removed through expanded work and training pro-
grams. The relatively small work and training programs under pres-
ent law have failed to have an impact on the growing AFDC rolls—
how much more unlikely, then, that expanded work and training Iiro-
grams would have an impact on welfare rolls that have been doubled
The committee bill takes a different approach.

The committee bill will substantially increase Federal expenditures
to low-income working persons, but the increased funds that go to
them—about $2.4 billion—will be paid in the form of wages and wage
supplements, not in the form of welfare, since the payments will be
related to work effort rather than to need. Under the present welfare
system and under the House-passed bill, an employed person who cuts
his or her working hours in half receives a much higher welfare pay-
ment ; under the committee bill, a person reducing his or her work effort
by half would find the Federal benefits also reduced by half.

Description of Guaranteed Employment Program

Under the guaranteed employment program recommended in
the committee bill, persons considered employable would not be eli-
gible to receive their basic income from Aid to Families with De-
pendent Children but would be eligible on a voluntary basis to par-
ticipate in a wholly federally financed employment program. Thus,
employable family heads would not be eligible for a guaranteed wel-
fare income, but would be guaranteed an opportunity to work.

In the description of the guaranteed job program that follows, it is
assumed that the Federal minimum wage will rise to at least $2.00
per hour. .



413

The following table shows which families would continue to be
eligible for welfare and which families would no longer be eligible to
receive their basic income from welfare under the committee bill:

Not Eligible To Receive Basic In-

Eligible for Welfare come from Welfare*

1. Family headed by mother with 1. Family headed by able-bodied
child under age 6 father

2. Family headed by incapacitated 2. Generally, family headed by
father where mother is not in mother with no child under
the home or is caring for age 6
father

3. Family headed by mother who
is ill, incapacitated, or of
advanced a

4. Family headed by mother too
remote from an employment
program to be able to par-
ticipate

5. Family headed by mother at-
tending school full time even
if there is no child under
age 6

6. Family headed by mother need-
ed at home to care for dis-
abled family member

7. Child living with neither par-
ent, together with his care-
taker relative(s) (though
State may deny welfare if his
mother is also receiving wel-
fare)

An estimated 40 percent or 1.2 million of the 8 million families cur-
rently receiving Aid to Families with Dependent Children would
have to obtain their basic source of income from employment once the
committee bill becomes effective.

All heads of families, whether eligible for welfare or not, as well as
heads of families no longer eligible for welfare, could volunteer to
participate in the new employment program.

The committee bill provides three basic types of benefit to heads
of families:

1. A work bonus equal to 10 percent of wages covered under social
security up to a maximum bonus of $400 annually with reductions in
the bonus as the husband’s and wife’s wages rise above $4,000.

2. A wage supplement for persons employed at less than $2.00 per
hour (but at least at $1.50 per hour) equal to three quarters of the
difference between the actual wage paid and $2.00 per hour.

3. A guaranteed job opportunity with a newly established Work
Administration paying $1.50 per hour for 32 hours and with maxi-
mum weekly earnings of $48.

1These families would be eligible for State supnlementation if the State payment level
is over $2,400 a year for the family and if otherwise eligible under the State requirements.
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Work Incentives Under the Program

The program would guarantee each family head an opportunity te
earn $2,400 a year, the same amount as the basic guarantee under the
House bill for a family of four. It also strengthens work incentives
rather than undermining them, as shown in the tables below.

Tables 1 through 4 show the work incentive effects under the House
bill and under the committee bill. In table 1, the three types of em-
ployment are compared under the guaranteed employment program.
Since the House bill generally contemplates a Federal welfare benefit
rather than direct employment by the Federal Government, tables 2,
3, and 4 show welfare benefits for the family if the father earns $1.50
an hour or $2.00 an hour in regular employment. The tables also show
what happens to total family income under the House bill and the
committee bill if the father works 40 hours a week (32 hours a week
in the case of guaranteed employment), 20 hours a week (16 hours a
week in the case of guaranteed employment), or no hours a week. The
sources of income shown are: (a) wages paid by the employer, (b)
wages paid by the Government, either as employer or in the form of a
wage supplement to the employee (for those in jobs paying be-
tween $1.50 and $2.00 per hour), and (c) the work bonus equal to
10 percent of wages covered under social security.

Table 1 shows these major points about the committee plan:

(1) Since the participant is paid for working, his wages do not
vary with family size. Thus a family with one child would have
no economic incentive to have another child. This feature also
preserves the principle of equal pay for equal work.

. (2) As the employee’s rate of pay increases, his total income
increases.

(3) As the employee’s income rises due to higher pay in a
regular job, the cost to the Government decreases : $1.50-per-hour
employment by the Government costs the taxpayer $48 for a
32-hour weelk; working 40 hours for a private employer at the
same $1.50 hourly rate gives the employee a $33 boost in income
while cutting the cost to the Government by $27. Moving to an
unsubsidized job at $2.00 per hour increases the employee’s income
another $7 while saving the Government about $13 more.

(4) The less the employee works, the less he gets. No matter
what the type of employment, the employee who worlks half-time
gets half of what he would get if he works full time; he gets
no Federal benefit if he fails to work at all.

(5)_The value of working is increased rather than decreased.
Working 32 hours for the Government is worth $1.50 per hour;
when a private employer pays $1.50, the value of working to the
employee is $2.02 per hour; and working at $2.00 per hour is
worth $2.20 per hour to the employee. This will assure that any
family head in private employment will receive more than $2.00
an hour. Under the House bill, by way of contrast, the value of
working is decreased rather than increased, since the family would
be eligible for welfare benefits if the family head does nothing.
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Actual value of 40 hours of
employment under—

House bill Committee

Wage paid by employer (cents) bill
73 $2.02

190 2.20

1$1.23 for a family of 2; $1.04 for a family of 3.

(6) Earnings from other employment do not decrease the wages
received for hours worked. Thus an individual able to work in
private employment part of the time increases his income and
saves the Government money. Virtually no policing mechanism
is necessary to check up on his income from work.

TABLE 1.—WORK INCENTIVES UNDER THE COMMITTEE BILL

Employed by—
Govern- Private Private
ment at employer employer
$1.50 per at$1.50 at $2.00
hour per hour per hour
40 hours worked (32 hours if guaran-
teed employment):
Wages paid by—
Employer. ................ ... . ...... $60.00 $80.00
Government................. $48.00 1500 ..........
Special 10-percent payment. . ............ 6.00 8.00
Total Government payment... 48.00 21.00 8.00
Total income.................. 48.00 81.00 88.00
20 hours worked (16 hours if guaran-
teed employment):
Wages paid by—
Employer.......... ... ... .. .. 30.00 40.00
Government................ 24.00 750 ...
Special 10-percentpayment............... 3.00 4.00
Total Government payment.... 24.00 10.50 4.00
Total income.................. 2400 40.50 44.00
Nohoursworked. .................... 0 0 0
Hourly value of working............ 1.50 2.02 2.20
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Work Disincentives Under Present Law and Administration
Proposal

By way of contrast, under present law a mother who is eligible
for welfare is guaranteed a certain monthly income (at a level set by
the State) if she has no other source of income; if she begins to work,
her welfare payment is reduced. Specifically, though an allowance
is made for work expenses, her welfare payment is reduced $2 for each
$3 earned in excess of $30 a month. Generally, then, for each dollar
earned and reported to the welfare agency, the family’s income is
increased by only 33 cents.

The House bill uses the same basic approach as present law but
substitutes a flat $60 exemption plus one-third of additional earnings
for the present $30 plus work expenses plus one-third of additional
earnings. The disincentive effects of this are clearly illustrated in
the following examples of the effect of the House bill on the income
of a family of 4 asshown in table 2:

(1) The less the individual works, the more the Government
pays. For example, an individual working at $2.00 per hour for
20 hours receives $26.60 more in welfare than an individual work-
ing 40 hours a week at that wage; if he does not work at all, his
government benefit goes up by $44.10.

(2) An individual cutting back on his work effort decreases his
income by a relatively smaller amount, or, said another way, the
value of work is substantially lower under the House bill than
under the committee bill. The total income of an individual work-
ing at $2.00 per hour for 20 hours under the House bill is only
about $13 less than his total income if he works full time at that
wage. An individual who works not at all receives only $36 less
tha}rll the $82 received by an individual working 40 hours at $2.00
an hour.

(8) The value of working is decreased rather than increased.
Since the family is eligible for $46.20 in welfare for doing nothing,
the $29.20 in additional family income for 40 hours of work at
$1.50 per hour amounts to a value of only 73¢ an hour for workina.
Working 40 hours a week at $2.00 per hour is worth only 90¢
per hour to the employee.

(4) Earnings from any employment (as well as child support
pavments), if reported, reduce the benefits received by the family.

Tables 3 and 4 similarly show income under the House-passed bill
for a family with two members and for a family with three members.
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TABLE 2.—WORK DISINCENTIVES UNDER THE HOUSE BILL:
INCOME FOR A FAMILY OF 4

Employed by—

Private employer  Private employer
at $1.50 per hour  at $2.00 per hour

40 hours worked':

Wages......................... $60.00 $30.00
Welfare. ...................... 15.40 2.10
Total income................ 75.40 82.10

20 hours worked':
Wages......................... 30.00 40.00
Welfare. . ..................... 35.40 28.70
Total income................ 65.40 68.70

No hours worked:
Wages......................... 0 0
Welfare. ...................... 46.20 46.20
Total income................ 46.20 46.20

Hourly value of working 40 hours. .73 .90




418

TABLE 3.—WORK DISINCENTIVES UNDER THE HOUSE BILL:
INCOME FOR A FAMILY OF 2

Employed by--

Private Private
employer employer
at $1.50 at $2.00
per hour per hour

40 hours worked:
Wages............................. $60.00 $80.00
Welfare............................ 0 0
Total income.................... 60.00 80.00

20 hours worked:
Wages. ... ............ .. .. ....... 30.00 40.00
Welfare. .. ........................ 20.00 13.30
Total income.................... 50.00 53.30

No hours worked:
Wages............................ 0 0
Welfare. .......................... 30.80 30.80
Total income.................... 30.80 30.80
Hourly value of working for 40 hours.. .73 1.23
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TABLE 4.—WORK DISINCENTIVES UNDER THE HOUSE BILL:
INCOME FOR A FAMILY OF 3

Employed by—

Private Private
employer employer
at $1.50 at $2.00
per hour per hour

40 hours worked:
Wages............................. $60.00 $80.00
Welfare. .. ........................ 7.70 0
Totalincome.................... 67.70 80.00

20 hours worked:
Wages............................. 30.00 40.00
Welfare. .......................... 27.70 21.00
Totalincome.................... 57.70 61.00

No hours worked:
Wages....................oil . 0 0
Welfare. .......................... 38.50 38.50
Totalincome.................... 38.50 38.50
Hourly value of working 40 hours. .. .. .73 1.04
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In brief, the committee bill would pay more to the person who works
more, and save the Government the most money if the individual in-
creases his wages to the $2.00 per hour level or above. The House-
passed bill, by way of contrast, would substantially diminish the value
of an individual’s work by paying him more if he works less and by
allowing him to gain only slightly if his rate of pay is increased.

The cormittee bill thus provides strong and mutually reinforcing
incentives to the individual, the Government, and the employer to
move welfare recipients into employment and independence. For the
individual every hour worked increases his income; regular work for
a private employer increases his income more than guaranteed employ-
ment provided by the Government ; and work without a Federal wage
supplement (that is, work paying $2 00 per hour or more) increases
his income more than lower-paying work with a wage supplement.
These incentives for the individual to seek more and higher paying
employment are reinforced by incentives for the Government to move
him in the same direction. As the individual moves from guaranteed
employment to employment with a wage supplement, the Federal cost
drops from $1.50 per hour to 53 cents per hour or less, and as he moves
into a job paying at least $2.00 per hour, the Federal cost drops still
further—to 20 cents per hour if his hourly wage is $2.00, decreasing
to zero by the time his hourly wage reaches $2.80, Similarly, the incen-
tives for employment which the individual and the Government have
under the committee bill are further reinforced by incentives for pri-
vate employers to provide such employment since they will qualify for
a tax credit of 20 percent of the wages paid for a year (up to a maxi-
mura $800 credit) if they hire participants in the guaranteed employ-
ment, program.

Elements of Employment Program
Kinps oF EMPLOYMENT

The committee contemplates that the employment program would
involve placement in three kinds of employment :

1. Regular employment in the private sector or in jobs in pub-
lic or nonprofit private agencies;

2. Private or public employment with the employee’s wages
supplemented; and

3. Newly developed jobs, with the Federal Government bearing
the full cost of the salary.

PracemeNT 1N REGULAR EMPLOYMENT

When program participants are ready for employment with little
or no preparation, the Work Administration would attempt to place
them in regular jobs paying $2.00 per hour or more (and thus involv-
ing no wage supplement). This would be the Work Administration’s
first priority.

PuBLic or Private EmpLoYMENT WiTH WagE SUPPLEMENT

The next priority would be jobs not covered by the Federal mini-
mum wage law, in which the employer paid less than $2.00 per hour
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but at least $1.50 per hour. No supplement would be paid if the em-
ployer reduced pay for the job because of the supplement. Thus no jobs
presently paying the minimum wage would be downgraded under the
committee bill, and the minimum wage itself would not be affected.
Rather, the supplement relates solely to those jobs not covered under
the minimum wage law. Some of these include:

Small retail stores: Outside salesmen in any industry.
Sales clerk .
Cashier Public sector:
Cleanup man Recreation aide
Swimming pool attendant
Small service establishments: Park service worker
Beautician assistant Environmental control aide
Waiter Ecology aide
Waitress Sanitation aide
Busboy Library assistant
Cashier Police aide
Cook Fire department assistant
Porter Social welfare service aide
Chambermaid Family planning aide
Counterman Child care assistant
. . Consumer protection aide
Domestic service: Caretaker
Gardener Home for the aged employee
Handyman
Cook Agricultural labor:
Household aide Jobs picking, grading, sort-
Child attendant ing, and grading crops;
Attendant for aged or dis- spraying, fertilizing, and
abled person other preparatory work;
milking cows; caring for
livestock ‘

For these jobs, the Federal Government would make a payment
to any employee who is the head of a household equal to three quarters
of the difference between what the employer pays him and $2.00 per
hour, for up to 40 hours a week. Thus if an employer paid $1.50 an
hour the Federal supplement would amount to 38 cents an hour (three-
quarters of the 50-cent difference between $1.50 and $2.00). This wage
supplement would be administered by the local office of the Work
Administration.

GUARANTEED EMPLOYMENT

For persons who could not be placed in either regular, public or
private employment (with or without a wage supplement), the Work
Administration would provide employment which would pay at the
rate of $1.50 per hour. An individual could work up to 32 hours a
week (an annual rate of about $2,400), and would be paid on the
basis of hours worked just as in any other job. There would be no pay
for hours not worked,

However, a woman with school-age children would not be required
to be away from home during hours that the children are not in school
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(unless child care is provided), although she may be asked, in order to
earn her wage, to provide after-school care to children other than her
own during these hours.

Participants would not be considered Federal employees, nor would
they be covered by social security, unemployment compensation or
workmen’s compensation. The 10 percent special work-bonus would
not apply to their salary. . . .

Tor these individuals who cannot be placed immediately in regular
employment at a rate of pay at least equal to the minimum wage, or
in employment with a wage supplement, the major emphasis would be
on having them perform useful work which can contribute to the
betterment of the community. A large number of such activities are
currently going undone because of the lack of individuals or funds to
do them. With a large body of participants for whom useful work will
have to be arranged, many of these community improvement activities
could now be done. At the same time, safeguards are provided so that
the program meets the goal of opening up new job opportunities and
does not simply replace existing employees, whether in the public or
private sector.

To this end, the committee bill requires that the Work Administra-

tion observe the following criteria in making arrangements with State
and local governments and with nonprofit agencies for work projects
to be performed by participants in the guaranteed employment pro-
gram : such work is performed on projects which serve a useful public
purpose and do not result either in displacement of regular workers or
in the performance of work that would otherwise be performed by
employees of public or private agencies, institutions, or organizations.
However, the Work Administration could utilize participants in the
program on a temporary or project basis to supplement the work of
such employees in situations where more workers than those who
are normally employed can be effectively used. Thus the job program
cannot be used to undermine existing wage standards. .
. For mothers with younger children particularly, the Work Admin-
istration would provide training and other activities designed to im-
prove the quality of life for the children of participants through
improvement of home, neighborhood, and other environmental con-
ditions in which the children live. For example, mothers can be trained
in skills to improve their homemaking and upgrade the physical
conditions in which the children live. This would include cleaning up
and beautifying their apartments or homes, perhaps in groups with
other participant mothers, as well as training in consumer skﬁls and
providing a pleasing home atmosphere with child-centered activities
in the home in which the child can join and have fun. Many of these
activities could occur in the home and in the neighborhood with other
participant mothers to provide a social life for participants as well. A
major goal of this type of activity would be to impress upon partici-
pants that they have the ability to improve the living conditions of
their children and to increase and reward their desire to do so. Par-
ticipants engaged in this type of activity as part of their employment
during the week would be required to report for work to a participant
or regular Work Administration employee serving as a supervisor.
Since expansion of child care will be an iImmediate need, a number of
mothers will be trained initially in providing good child care.
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Temporary employment could be arranged with private employers.
During such temporary employment, participants would continue to
be transitional employees of the Work Administration’ that is, they
would continue to be paid by the Work Administration. The employee
would be paid the prevailing wage for the job, however, and the Work
Administration would bill the private employer for the employee’s
wages and other costs associated with making those services available.
Unlike other forms of transitional employment by the Work Adminis-
tration, such temporary employment with private employers would be
covered under social security 1f the employment would be covered by
social security when performed directly for the employer.

The Work Administration would attempt to the greatest possible
extent to place participants in the transitional government employ-
ment program into regular permanent employment. The following
categories of regular permanent employment are envisioned :

1. Regular employment without a wage supplement ;
2. Regular employment with a wage supplement; and
3. Full time employment as staff for the Work Administration.

Employment in any.of these categories would pay more than the
$48 paid transitional employees for working a 32-hour week.

The Work Administration will have need %or a great number of em-
ployees including the following :

1. Administrative employees to determine eligibility, process
payments, etc.;
2. Persons to develop employability plans designed to lead
participants into regular employment ;
3. Staff to wage a massive effort to develop jobs;
4. Supervisors to oversee the work activities of transitional
employees;
5. Family planning aides;
6. Persons arranging for supportive services for participants,
including child care; and
7. Persons to direct training activities designed to improve the
quality of life of children of participants.
Though a number of the Work Administration’s employees would
have to be recruited from other sources, it is contemplated that a sub-
stantial majority would be drawn from participants in the guaranteed
employment program.

Any job in the regular economy paying $1.50 per hour or more, even
a part-time job, would yield a greater income than $1.50 per-hour
Government employment and it 1s anticipated that this will serve as
an incentive for participants to seek regular employment. In addition,
the cost to the Government would be substantially less for an indi-
vidual in regular employment.

Like other income from employment, wages under the guaranteed
employment program would be treated as taxable income. However,
since even a two-member family need not file a tax return if family
income is less than $2,800—considerably in excess of the $2,400 that
can be earned under the program—these wages would never be taxed.
For families with more than two members, of course, even higher
amounts are tax-exempt, and thus in no case would wages under the
guaranteed employment program be taxed.
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EvriereiLiTy ForR FEDERALLY FUNDED JoBS

Except as noted below, eligibility to participate in the employment
program would be open to all family heads who are U.S. citizens or
aliens lawfully admitted for permanent residence with a child under
age 18 (or under age 21 and attending school full time). Participation
would be purely voluntary. Mothers with children under age 6 who
are eligible for welfare would also be eligible to participate in the
guaranteed employment program if they so choose and if child care is
available. . . s

Only one menber of a family would be eligible to participate in
the work program, the head of the household. This would be deemed
to be the father unless he is dead, absent, or incapacitated, in which
case it would be deemed to be the mother. If neither father nor mother
is in the household, a relative undertaking to provide for the child
would be eligible to participate. . .

A head of a household would not be permitted to participate in the
employment program as a $1.50-per-hour Government employee if he
or she:

(1) is a substantially full time student ;

(2) is unemployed because of a strike or lockout, but this dis-
qualification would not apply to any employee who is (1) not par-
ticipating or directly interested in the labor dispute and (2) does
not belong to a group of workers any of whom are participating
in or financing or directly interested in the dispute. The disquali-
fication also would not apply to emplovees of suppliers or other
related businesses which are forced to shut down or lay-off work-
ers because of a labor dispute in which they are not directly
involved. This disqualification, adapted from the unemployment
insurance laws, is designed to prevent the Government from in-
directly subsidizing one side of a labor-management dispute;

(3) 1is receiving unemployment compensation

(4) is a single person or is a member of a counle with no child
under age 18 (or under age 21 and attending school full time) ; or

(5) has left employment without good cause or been discharged
for misconduct during the prior 60 days. The Work Administra-
tion would be authorized to extend the disqualification to as much
as six months for individuals who are discharged because of
malicious misconduct or for the commission of a crime against
their emnloyer.

In addition:

(6) a family would be ineligible if it has unearned income in
excess of $250 monthly or if total family income exceeds $5,600 an-
nually ; and

(7) if an individual is able to find regular emplovment on a
part-time basis, he or she will be guaranteed an opportunity for
sufficient additional employment as a Government employee to re-
sult in a combined total of 40 hours of work per week. In addition
to this guarantee. if an individual working substantially full
time in private employment wishes to work up to 20 hours in
addition for the Government, the local office of the Work Admin-
istration (if it has work available) may provide him or her such
an employment opportunity. Similarly, if the Work Admnistra-
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tion has sufficient work available, an individual working full time
for the Government under the employment program could work
an additional 20 hours with no reduction in the number of hours
of Government employment he or she is provided.

Participation in the work program would also be conditioned on
compliance with State child lagor laws. No work by minors that would
be ordinarily prohibited under such laws would be permitted in the
Federal program. Moreover, the committee expects that in the case of
children who are of such an age that a work permit is required as a
condition of their employment, the States would ordinarily not issue
such permits with respect to work under this guaranteed employment
program.

Work Bonus For Low-INcoME WORKERS

Low-income workers in regular employment who head families
would be eligible for & work bonus equal to 10 percent of their wages
taxed under the social security (or railroad retirement) program, if
the total income of the husband and wife is $4,000 or less. For fam-
ilies where the husband’s and wife’s total income exceeds $4,000, the
work bonus would be equal to $400 minus one-quarter of the amount
by which this income exceeds $4,000. Thus there would be no work
bonus once total income reaches $5,600 ($5,600 exceeds $4,000 by $1,600;
one-quarter of $1,600 is $400, which subtracted from $400 equals zero).

The work bonus could be taken as a tax credit when an indi-
vidual files his annual tax return (this would most likely be done if an
individual is entitled to only a small payment). However, the bonus
could be applied for on a quarterly basis if the family’s entitlement
(either for the quarter or cumulatively) exceeds $30. For exemple,
a family head earning $2.00 per hour (where the family has no
other income) would be eligible for about $75 quarterly, and he could
apply for and receive the bonus quarterly. If the family head earns
$100 a week (and the family has no other income), annual income will
total $5.200 and he will be entitled to a work bonus of $100 an-
nually ($5,200 exceeds $4,000 by $1,200; one-quarter of $1,200 is $300,
which subtracted from $400 leaves $100). In this case, he may receive
$50 after the end of the second quarter and $50 after the end of the
fourth quarter since his entitlement in each of the first and third
quarters is less than $30.

The size of the work bonus is shown on the table below for se-
lected examples:

Annual income of husband and wife (assuming Work
it is all taxed under social security) bonus

The work bonus described above incorporates the features of (1) not
varying benefits by family size, but only by income, providing no eco-
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nomic incentive for having additional children; and (2) having a
adual phaseout of the amount of the payment as income rises above
%Z,OOO so as not to create a work disincentive.

The committee bill would apply the 10 percent work bonus only to
earnings taxed under the social security and railroad retirement pro-
grams. The bonus thus may be viewed as a kind of rebate of these taxes
for low-income workers (including a substantial portion of the tax
paid by the employer on the employee’s wages). However, the employer
would continue to withhold social security taxes from the employee’s
earnings for deposit into the trust funds, and the employee would con-
tinue to receive credit for these earnings for social security purposes—
in other words, the social security program would not be affected in
any way by the work bonus. X

There are certain types of work which are covered under social
security but only when the amount of wages earned from a single
employer exceeds $50 in a quarter. This limitation applies to the em-
ployment of domestics, yardmen and other similar non-business em-
ployees. Such employees (if they are still heads of a family) would
get the work bonus with respect to all of their wages including those
not covered by social security because of the $50 quarterly limitation.
In order to qualify for the work bonus on these wages, however, the
individual would have to arrange to perform the work as an employee
of the Work Administration which would pay him the prevailing
wage for the job and bill the private employer for the wages and other
costs associated with making his services available. If the employment
would ordinarily be covered by social security, then it will be covered
under social security when arranged on this basis by the Work Admin-
istration. If the employment is not covered by social security, then the
employer will not have to pay social security taxes. In either case, thers
will be a Federal record of all such wages on which the payment of the
work bonus may be based.

The 10 percent work bonus would be administered by the Internal
Revenue Service.

TRANSPORTATION ASSISTANCE

In recognition of the fact that a major reason for low-skilled jobs
going unfilled in metropolitan areas is the difficulty an individual
faces getting to the potential job, the Work Administration would
be authorized to arrange for transportation assistance where this is
necessary to place its employees in regular jobs. For example, the
Work Administration might determine the upper limit of transporta-
tion time to get to a job—say, 45 minutes or one hour, depending on
the average commuting time in the area. If the individual can get to
the job within that amount of time through ordinary public transpor-
tation or other arrangements, then he would be expected to do so. If
this could not be done, however, then the Work Administration would
be authorized to provide transportation directly to employees who
could be placed in regular jobs in order to cut the transportation time
down to the standard. The Work Administration could only do this
where it is necessary in order to increase employment opportunities.
In any case, the cost would ordinarily not be borne by the Govern.
ment—either the employer would pay the Work Administration, or
the employee would pay the Work Administration, and perhaps be
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reimbursed by the employer if this is customary in the area for the
type of job involved. The Work Administration would have the flexi-
bility to absorb some of the costs involved in unusual circumstances.

InsTITUTIONAL TRAINING

Participants in the guaranteed employment program would be eligi-
ble to volunteer for training to improve their skills under the training
program administered by the Work Administration. The individual
would be accepted for enrollment to the extent funds are available and
only if the Work Administration is satisfied that the individual is:

1. Capable of completing training; and
2. Able to become independent through employment at the end
of the training and as a result of the training.

Employees under the employment program who wished to partici-
pate in training would have to be strongly motivated, for they would
be paid only $1.25 rather than $1.50 for each hour of training. Each
hour of training would be treated as an hour of guaranteed employ-
ment, except for the rate of pay. Following the successful completion
of training (which could not exceed 1 year in duration), the trainee
would receive a lump-sum bonus for having completed training equal
to 10 percent of the total training stipends he has received while he was
in training.

SupPoRTIVE SERVICES

Since the purpose of the proposal is to improve the quality of life
for children and their families, any member of a family whose head
participates in the guaranteed employment program could be provided
services to strengthen family life or reduce dependency, to the extent
funds are available to pay for the services. Open-ended funding would
be provided for family planning, and for child care services for fami-
lies with school-age children only (for families with children under
age 6, child care services would be provided to the extent funds are
available). The agency administering the employment program would
refer family members to other agencies in arranging for the provision
of social and other services which they do not provide directly. For
example, a disabled family member might be referred to the vocational
rehabilitation agency, or a 16-year-old out-of-school youth might be
referred to an appropriate work or training program, even though the
cost of the services themselves would not be borne by the employment
program. Other services needed to continue in employment, including
minor medical needs, could be provided by the Work Administration.

Former participants in the guaranteed employment program would
have access to free family planning services and to child care on a
wholly or partly subsidized basis, depending on family income and
availability of appropriated funds.

STATE SUPPLEMENTATION

In order to prevent the State welfare program from undermining
the objectives of the employment program the State would have to
assume for the purposes of their AFDC program that families which
include an employable parent (including a mother with no child under
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age 6) are actually participating full time in the employment program
and thus receiving $200 per month. For example, if a State ordinarily
pays $250 per month to an AFDC family of four headed by a mother
with at least one child under age 6, the State would pay $50 per month
to a similar family of four with no child under age 6. A similar rule
would apply to mothers with children under age 6 who volunteer to
participate in the employment program. . .

Furthermore, the State would be required to disregard any earnings
between $200 a month and $375 a month (the amount an employee
would earn working 40 hours a week at $2.00 per hour) to ensure that
the incentive system of the employment program is preserved. These
earnings disregards would be a flat requirement; States would not be
required to take into account work expenses. The effect of this require-
ment would be to give a participant in the work program a strong
incentive to work full time (since earnings of $200 will be attributed to
him in any case), and it would not interfere with the stronﬁ'mcentlves
he would have to seek regular employment rather than working for the
Government at $1.50 per hour.

InELGIBILITY FOR Foop STaMPS AND SureLus CoMMODITIES

Individuals participating in the employment program would not be
eligible to participate in the food stamp or surplus commodity pro-
grams. However, States would be reimbursed the full cost of adjusting
any supplementary benefits they might decide to give to participants
so as to make up for the loss of food stamp eligibility. In order to avoid
having States provide assistance to an entirely new category of recip-
ient not now eligible for federally-shared Aid to Families with De-
pendent Children, the committee provided that the Work A dministra-
tion would pay families headed by an able-bodied father the amount
equal to the value of food stamps (but only to the extent that the State
provides cash instead of food stamps for families which are now in the
Aid to Families with Dependent CEildren category).

JoB PLACEMENT STANDARDS

The committee bill is designed to stimulate job opportunities in
the private sector; it also contains penalties for refusing to accept
these jobs. The Work Administration would prepare an employability
plan for each transitional employee. Based on the transitional em-
ployee’s skills, qualifications, experience, and desires, the Work Admin-
1stration would attempt to direct the employability plan toward em-
ployment in an area of interest to the transitional employee, and em-
ployment which offers the greatest possibility of self-support. How-
ever, participants in the employment program would not be allowed to
continue in guaranteed employment if an opportunity for regular
employment is available. After one month on the job, an individual
could request not to continue in that employment. The request would
be handled by an appeals group which would include other partici-
pants in the employment program. The participant would not have
the right to reject an employment opportunity beforehand. The pen-
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alty for failure to take available regular employment would be suspen-
sion of the right to participate in the guaranteed employment pro-
gram, for one day for the first time, one weelk for the second (including
a second rejection of the same opportunity), and one month for the
third and succeeding times.

Crmpren or MotaERs REFUsING To PARTICIPATE IN THE EMPLOYMENT
PrograM

Under the employment program, mothers in families with no chil-
dren under age six would generally be ineligible to receive their basic
income from the Aid to Families with Dependent Children program.
However, such mothers would be assured an opportunity for employ-
ment such as to maintain their income at a level above or equal to that
which a comparable size family with a child under age 6 gets from
welfare alone. It is, of course, possible that in some few instances the
mother will ignore the welfare of her children and refuse to take ad-
vantage of the employment opportunity. To prevent the children from
suffering because of such neglect on the part of their mother, the Work
Administration would make payment to the family for up to one
month during which time the mother would be provided counseling
and other services aimed at persnading her to participate in the em-
ployment program. Following this, the mother would either have to be
found to be incapacitated unger the Federal definition (that is, unable
to engage in substantial gainful employment), with mandatory refer-
ral to a vocational rehabilitation agency; or, if she is not found to be
1nga£acitated, the State would arrange for protective payments to a
third party to ensure that the needs of the children are provided for.

EmpLoyMENT ProGRAM IN PUERTO RIco

Certain provisions relating to the employment program in Puerto
Rico are included in the committee bill. These modifications are neces-
sary because of the fact that Puerto Rico has a different minimum
wage structure than the rest of the United States, has substantially
lower per capita income, and has a high rate of unemployment. Under
the committee bill the wages paid to Government employees would be
equal to three-quarters o? the lowest minimum wage applicable to a
significant percentage of the population. This would result in a lower
wage for guaranteed employment than in the rest of the United States,
but it would be significantly higher than current welfare payments in
Puerto Rico. The wage supplement program is designed to provide
additional income for family heads who are working in jobs not cov-
ered by and paying less than the minimum wage. This program is
based on the situation prevailing in the United States in which there
is the same Federal minimum wage rate for most jobs to which any
minimum wage is applicable. Because of the variety of minimum wage
rates in Puerto Rico, however, the committee believes that a similar
wage supplement program would not be appropriate there. However,
the 10-percent work bonus for low-income earners in jobs covered by
social security would apply to Puerto Rico under the same conditions
as in the rest of the United States.
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Tax Credit to Develop Jobs in the Private Sector

Under the present tax law, an employer hiring a participant in the
‘Work Incentive Program is eligible for a tax credit equal to 20 percent
of the employee’s wages during the first 12 months of employment. The
credit is recaptured if the employer does not retain the employee for at
least one additional year (unless the emgloyee voluntarily Jeaves or is
terminated for good cause). This tax credit approach will be continued
under the new guaranteed employment program.

The guaranteed job opportunity program, unlike the Work In-
centive Program, would be open to the head of any family with
children. The committee therefore added the following limitations to
the provisions of the tax credit to ensure that the credit meets the
primary aim of expanding employment opportunities for participants
1 the committee’s work program : .

1. The credit would apply only with respect to individuals who
have been participating in the guaranteed job program for at
least one month;

2. The credit would not be applicable with respect to more than
15 percent of all employees of the employer in any one year

(though the employer would always be permitted to take the
credit for at least one employee) ;

3. The credit would not be available with respect to an employee
who replaces an employee discharged without good cause; and

4. The credit cou{)d not exceed %800 in the case of any one em-
ployee (20 percent of $4,000, approximately the amount of an-
nual earnings at $2 an hour).

In order to create additional employment opportunities for partici-
pants in the guaranteed job program, the committee bill would extend
the credit to private individuals hiring participants to perform work
not related to a trade or business. (An employer taking the credit would
not be eligible at the same time for the income tax child care or house-
hold expense deduction.) While this provision of the bill would pro-
vide a credit worth up to $800 to the employer, it would save the Fed-
eral Government $4,800 in wages under the work program during the
two-year period. Thus the $800 credit may actually represent a $4,000
savings in Federal expenditures.

Administration of the Employment Program

A new Work Administration would be created with the responsi-
bility of administering the employment program and paying the wage
supplement. The Work Administration’s goals would be (1) to im-
prove the quality of life of the children of participating families, (2)
to place participants in regular employment, and (3) until this is pos-
sible, to serve as transitional employer of participants with the objec-
tive of preparing participants for and placing them in regular employ-
ment at the earliest possible time.

On the national level, the Work Administration would be headed by
a three-member board appointed by the President with the advice and
consent of the Senate. A 15-member national advisory committee (with
representatives from industry, organized labor, State and local govern-
ments, nonprofit employers, social service organizations, minority
groups, etc.) would make policy recommendations to the board.
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The actual operations of the Work Administration would be locally

based, with the bulk of the local employees being persons who are cur-
rently participating or who were former participants in the guaran-
teed employment program. On the local level, the Work Administra-
tion would be organized along the same lines as the national office.
Coordination with other local service agencies, local government, and
local employers, labor organizations, etc., and their cooperation would
be critical to the success of local operations.
. The local Work Administration office would hire individuals apply-
ing to participate, would develop employability plans for participants,
engage in job development and job preparation activities, arrange
for supportive services needed for persons to participate (utilizing
the Work Administration’s Bureau of Child Care to arrange for child
care services), and operate programs utilizing participants which are
designed to improve the quality of life for the children of participants
in the employment program.

Effective Dates

The effective date for the basic job opportunity program is January
1974. As of that date, families which include an employable adult
(including a mother with no child under age 6) will no longer be eli-
gible for welfare as their basic income. If unable to find a regular job,
however, the family head will be guaranteed employment paying $1.50
an hour for 32 hours weekly, producing $2,400 of income annually, the
same amount which would have been payable to a family of 4 under
the House-passed family assistance plan.

The 10 percent work bonus and the wage supplement payment would
become payable even before the full guaranteed employment program
is operative. Specifically, the work bonus which will be paid quarterly
to low-income workers will become effective starting in January 1973.
The wage supplement for family heads in regular jobs not covered
under the minimum wage law and paying less than $2.00 per hour will
be effective July 1973, utilizing the services of the local employment
service offices to make the payments until the Work Administration
mechanism is functioning.
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VIII. CHILD CARE

Child Care Services Today

At the present time, the lack of availability of adequate child care

represents perha{)s the greatest single obstacle in the efforts of poor
families, especially those headed by a mother, to work their way
out of poverty. It also represents a hinderance to those mothers in
families above the poverty line who wish to seek employment for their
otw'x; self-fulfillment or for the improvement of their family’s economic
status.
. The need for expanding our child care resoureces reflects the increas-
ing participation of mothers in our Nation’s labor force. The number
of working mothers has increased more than seven times since 1940,
and has more than doubled since 1950. It is estimated that there are
today about 12 million women with children under age 18 in the labor
force, of whom more than 4 million have children under age six.

The number of women workers is expected to grow rapidly in the
years to come. By 1980, it is projected that the labor force will include
more than five million mothers with children under age five—an in-
crease of more than 40 percent in the number of such mothers just in
the course of this decade.

Such information as we have indicates that many mothers today
would be working if they could arrange adequate care for their
children. Several studies have shown that lack of child care
is a major impediment preventing mothers on welfare from work-
ing or participating in employment and training programs. Other
studies have reported that a substantial majority of mothers receiving
welfare would prefer to work if they could find adequate care for their
children. In a study of the employment potential of welfare mothers
over the past decade, Perry Levinson of the Department of Health,
Education, and Welfare pointed out that with the growth of the AFDC
caseload over the past decade, “recipients were more and more women
who had stronger educational and occupational backgrounds, that is,
high employment potential.” However, over 80 percent of the women
reportedly could not take jobs because they had children under eight
at home, while more than 50 percent lacked child-care facilities.

There is little question that the demand by parents at all economic
levels for child care services is great. Unfortunately, the supply is
much smaller and is increasing only slowly. The Department of
Health, Education, and Welfare estimates that licensed child care
facilities today can only accommodate about 700,000 children. As a
result, many thousands of children are either left with no supervision
whatever or are placed in facilities which do not provide care of
adequate quality.

The Committee on Finance has long been involved in issues relating
to child care. The committee has been dealing with child care as a seg-
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ment of the child welfare program under the Social Security Act since
the original enactment of the legislation in 1935. Over the years, au-
thorizations for child welfare funds were increased in legislation acted
on by the committee. In legislation acted on in 1962, the committee
placed new emphasis on child care services for the children of work-
ing mothers through a specific earmarking of child welfare funds for
the provision of these services. .

In the 1967 Social Security Amendments, the committee made what
it believed to be a monumental commitment to the expansion of child
care services, as part of the Work Incentive Program. Although much
less child care has been provided than was anticipated, the fact re-
mains that child care provided with Federal matching under the
Social Security Act constitutes the major Federal support for the care
of children of working parents today. Through its support of child
welfare legislation and programs, the committee has shown its interest,
too, in the quality of care which children receive. .

As part of its continuing concern for the welfare of families with
children who are in need, and in order to provide for the expansion
of child care required to enable the new employment program to meet
its goal of making present AFDC recipients independent, the commit-
tee 1s proposing a new approach to the problem of expanding the
supply of child care services and improving the quality of these serv-
ices. The committee bill thus establishes within the new Work Admin-
istration a Bureau of Child Care with the eventual goal of making
child care services available throughout the Nation to the extent they
are needed and not supplied under other programs, It is the commit-
tee’s belief that this new and innovative approach to child care serv-
ices can make a substantial impact on the Nation’s problems of poverty
and dependency.

Providing for More Child Care

Though the Congress has provided additional funding for child
care in various legislation enacted over the past decade, past ap-
proaches have not sufficed to expand the availability of child care
services to the extent necessary to meet the Nation’s child care needs.
Federal funds available for child care under the Social Security Act
have gone unused.

A major reason for this failure to utilize the funds available was
the lack of administrative organization, initiative and know-how to
create and provide child care services, as well as barriers at the local
level through licensing and other requirements, In other words, the
present method of simply providing Federal matching funds to the
States, and hoping that child care will become available, has been
disappointing. It has not resulted in the necessary increase in supply.

Most States have had very limited resources to devote to child care
and for many, child care services have been given a low priority. A
number of State governments are simply not staffed to handle child
care services even on a minor scale. Many States which have estab-
lished Ixceqslng requirements do not have the staff to constructively
help organizations wishing to establish child care facilities to meet
the licensing requirements or even to insure that the requirements
are met by licensed facilities.
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State and local governments, private voluntary organizations, and
private enterprise, while they have done an admirable job in many
Instances, cannot be expected to broadly expand the availability of
child care services without substantial Federal help.

It is for this reason the committee feels 2 new mechanism is needed,
a single organization with both the responsibility and capablht% of
meeting the Nation’s child care needs. The organization would be a
new Bureau of Child Care, located in the Work Administration. This
organization would be able both to make use of the child care re-
sources which now exist, and to promote the creation of new resources
through the utilization of the efforts of governmental agencies, private
voluntary organizations, and private enterprise.

Establishment of Bureau of Child Care

(Sec. 431 of the bill, establishing a new title XXT of the Social
Security Act)

The committee bill would establish a new Bureau of Child Care
within the Work Administration whose basic goal would be to arrange
for making child care services available throughout the Nation to the
extent they are needed. The Bureau has two top priority goals: first,
to arrange for child care services to participants in the guaranteed
employment program and other low-income working mothers, and sec-
ond, to arrange for care in facilities providing hours of child care
sufficient to meet the child care needs of children whose mothers are
employed full time.

The committee bill would authorize $800 million in appropriations
in fiscal year 1973 (and thereafter such sums as the Congress may
appropriate) which would be placed in 2 revolving fund. With these
funds the Bureau would begin arranging for child care services.
Initially, the Bureau would contract with existing public, nonprofit
private, or proprietary facilities providing child care services. The
Bureau would also provide technical assistance and advice to groups
and organizations interested in setting up child care facilities under
contractual relationship with the Bureau. In addition, the Bureau
could provide child care services directly in its own facilities. It would
be expected that services would be provided directly only where pub-
lic or private agencies, individuals, or organizations are unable to
develop adequate child care.

The funds appropriated by the Congress would permit the Bureau
of Child Care to arrange for child care and would also allow the
Bureau to subsidize a portion of child care costs for children in
low-income families not in employment under the guaranteed job
opportunity program where such services are necessary to enable
the mother to work. The percentage of costs subsidized would depend
on the appropriations, with the Bureau authorized to set up a schedule
of subsiSy percentages based on family income and the funds avail-
able. The fee schedule established for working mothers would incor-
porate these two elements: (1) the increase in fee related to family
income would be reasonably gradual so as not to provide a work disin-
centive by sharply diminishing the value of each additional dollar
earned; and (2) the subsidy would be on a percentage rather than flat
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dollar basis so that a mother desiring a more educationally oriented
form of child care will receive a higher subsidy if she chooses this kind
of child care, but her own contribution to the cost of the more expen-
sive care would also be greater.

Financing Child Care Provided by the Bureau of Child Care

The Bureau would have three sources of funds with which to
operate: . .

1. Appropriations with which to arrange for child care and
to subsidize part or all of the cost of child care; .

2. Fees paid by parents or on parents’ behalf for child care
services; and

3. Revenue bonds which could be sold to finance construction
of facilities. .

The Bureau would set fees for all child care services provided or
arranged for; part or all of the fee might come from the subsidy
appropriation to the Bureau, as well as from funds of other public or
private agencies. The fees together with the subsidies would go into a
revolving fund to provide capital for further development of child
care services. The fees would have to be set at a reasonable level so
that parents desiring to purchase child care can afford them; but the
fees would have to be high enough so that together with the subsidies
they would fully cover the Bureau’s costs in arranging for the care.

1f after the first 2 years the development of child care facilities were
inadequate to meet the need, the Bureau could obtain funds for capital
investment in the construction of new Federal child care facilities or the
remodeling of old ones by issuing bonds backed by its future fee
collections. Up to $50 million in bonds could be issued each year be-
ginning with the third year after the Bureau’s establishment, with an
overall limit of $250 million on bonds outstanding.

Kinds of Child Care Offered

From the standpoint of parents, the Bureau would provide a con-
venient source of all kinds of child care services, at reasonable fees, for
both preschool and school-age children. Like the Social Security Ad-
ministration, the Bureau would maintain offices in all larger commu-
nities of the Nation, where parents desiring child care services would
be able to obtain them through the Bureau either in facilities under
contract with the Bureau or directly in Bureau facilities. In either case,
the parents could be confident that the child care services were under
{:)lilfl supervision of the Bureau and met the standards set forth in the

The committee bill would require the Bureau, to the extent its prior-
ities and funds permit, to make available a wide variety of child care
services, some already well known and some unavailable in most places
today. For example:

. Parents wishing to have their preschool-age children cared for
in a home setting among a small group of children under the
supervision of a trained adult would be able to select a family day
care home.

Parents seeking full day child care in a facility offering a bal-
anced program of education and recreation for preschool-age
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children would be able to send their children to a child care center.

Parents primarily interested in an intensive educational experi-
ence for their preschool-age children would be able to send their
children to nursery schools, kindergartens—where these are not
already provided by the school system—or child development
centers such as those under the Headstart program.

Parents of school-age children would be able to choose a facility
whose hours and programs were patterned to complement the
child’s day in school. School-age child care could take the form of
a recreational program run by the school itself, or it could be
offered, like preschool-age child care, under trained adult super-
vision in a home or in a center.

Parents seeking child care during the summer school vacation
period would be able to send their children to day camps or
summer camps.

The Bureau would be required to establish temporary or drop-
in child care facilities for the parent who requires child care serv-
ices from time to time while taking courses at a school or univer-
sity, shopping, or while otherwise engaged.

The Bureau would be required to arrange for at-home child
care, for babysitting. This would enable a parent to continue at
work if the child became sick or had a brief school vacation. It
would also assure the 1parent of the availability of babysitting
d{)xring the day as well as in the evening when the parent was
absent.

Parents requiring child care services regularly at night would
be able to send their children to night care facilities, primarily
designed to care for the child during sleeping hours. Nurses,
maintenance staff, and persons in other night-time jobs now find
it almost impossible to arrange for child care services while they
work.

From the wide variety of kinds of care available, parents would be
able to choose the kind of child care best fitting their needs and desires.

For parents participating in the guaranteed employment program
under the committee bill and who prefer educationally oriented child
care, the Burean would first attempt to arrange for enrollment of chil-
dren in child care under Headstart or other child development pro-
grams in existence in the area. Though the Bureau would not pay for
care received in these programs (since Federal funds are already avail-
able for such purposes), it would attempt to secure in this way an
opportunity for children of mothers in the employment program to
receive child development services.

Though the Bureau would make available a number of types of
child care, the care would be subsidized by the Federal Government
only if it is provided to low-income families, and only if it is necessary
to permit the mother to work.

Establishing New Child Care Facilities

The Bureau will depend for its success in expanding the availability
of child care services on the efforts of individuals and public and pr1-
vate groups at the local level in establishing child care facilities. It is
the commuittee’s hope that local parent groups, churches, and other or-
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ganizations will be stimulated to establish child care facilities, includ-
ing family day care homes and child care centers. Today, such groups
must go through cumbersome administrative procedures to establish
a child care facility, if indeed they are able to establish one at all.

Under the committee bill, they would merely need to contract with
the Bureau for the provision of child care services. If the Bureau is as-
sured that the group can fulfill its commitment, the group will be able
to receive advance funding to begin operations. Moreover, certifica-
tion by the Bureau will replace the present time-consuming approvals
required from various agencies at the local level.

ince its priorities will require the Bureau to arrange for the care
of school-age children in particular, the committee expects that where
appropriate, the Bureau will give consideration to the use of local
school systems through arrangements with local educational agencies.

If the Bureau is in particular need of child care facilities in an area
and facilities exist but are of low quality, the Bureau might contract
with the understanding that the facility will be promptly improved. If
the promised improvement does not take place, the Bureau would be
expected either to contract elsewhere or to provide child care services
directly in the future rather than to continue to contract for services
in a facility of low quality.

Child care services organized by parents or run with extensive par-
ent participation have shown great promise in raising the educational
level of disadvantaged children in deprived areas. Often, however,
such groups are curbed or stopped in their efforts to set up child care
facilities by unnecessarily rigid licensing requirements, cumbersome
procedures, or lack of initial operating expenses. For them, the Bureau
will represent a source of both technical assistance and initial funding,
making it possible for groups interested in promoting parent involve-
ment to establish child care facilities through the Bureau where they
are unable to do so today.

Training of Child Care Personnel

It is unfortunate that lack of trained personnel has hampered efforts
to expand child care services in the past.

Training will be one of the major activities of the Bureau in its
efforts to make child care more broadly available. In particular, the
Bureau will give priority to the training and preparation of mothers
participating in the guaranteed employment program and other low
income mothers in the provision of child care services. The Bureau
would be authorized to conduct, either directly or by contract, training
programs to prepare individuals in the child care field. The training
provisions in the committee bill will enable the Bureau to accom-
plish two aims at once : providing new job opportunities, and expand-
ing child care services so that other mothers will have an opportunity
for employment. It is through training that the committee hopes for
significant improvement in the quality of care offered children.

Construction of Child Care Facilities
Child care services can be greatly expanded through the utilization

of existing facilities not now used during the week. Schools often are
not used after school hours, churches and Sunday schools are fre-
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quently available during the week. Apartment houses, public housing
units, office buildings and even factories can serve as convenient child
care locations, though they are seldom so used today. The committee
bill provides authority for the Bureau to issue revenue bonds for the
cost of constructing Federal child care facilities, but construction
should be resorted to only when child care services may not otherwise
be provided. With other provisions of the bill which enable facilities
arranged for through the Bureau to be safe while avoiding unnecessar-
ily stringent local building codes, it should be possible to expand
facilities with only sparing resort to the construction authority.

Child Care Standards

Of the millions of children who are not cared for by their parents
during the day, well under one million receive care in licensed child
care facilities. One of the major goals of the committee bill is to insure
that the facilities providing care under the Bureau’s auspices meet
national child care quality standards which are set forth in the bill.

Many persons have argued that State and local licensing require-
ments are all too often overly rigid and restrictive—to the point
where instead of protecting children, they relegate them to unsuper-
viseﬂ and unlicensed care, if indeed any care, while their parents
work.

The committee bill includes standards requiring child care facilities
to have adequate space, adequate staffing, and adequate health require-
ments. It avoids overly rigid requirements, in order to allow the Bureau
the maximum amount of discretion in evaluating the suitability of
an individual facility. The Bureau will have to assure the adequacy of
each facility in the context of its location, the type of care provided
by the facility, and the age group served by it.

To promote the healthy development of children, parents should be
actively involved in their children’s progress. The committee bill sets
as a Federal standard the requirement that every child care facility
provide the parents with an opportunity to meet and consult with the
staff concerning the child’s development, and an opportunity to observe
the child while he is receiving care.

Under the committee bill, the Bureau may not require more adults
than are needed to achieve a ratio of :

1. Eight children per adult, if child care is furnished in a home;,

2. Ten children per adult if care is furnished in a chsld care center;
and

3. 25 to 1 for recreational programs.

Although the Bureau may not require a lower number of children
per adult, it may arrange for care in facilities with less children per
adult.

To assure the physical safety of children, the bill requires that facili-
ties (other than homes) must meet the life safety code of the National
Fire Protection Association. Homes in which child care is provided
must meet requirements adopted by the local area that are applicable
to general residential occupancy. This will provide protection for those
many children today who are being cared for in unlicensed facilities,
the safety of which is unknown.

78-178 0—72——29
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One of the major administrative tasks of the Bureau will be t
monitoring of chi{d care facilities to insure that they meet the I‘l‘_e(}llera.l
standards. The committee bill requires the Bureau to establish an
Office of Program Evaluation and Auditing to fulfill this function.
Unfortunately, experience under the medicare and medicaid programs
has shown that some individuals will abuse Federal programs for
personal gain, It will be the job of the Office of Program Evaluation
and Auditing to do their utmost to prevent this from happening.

In other provisions of the bill, penalties would be set for fraud or
misrepresentation concerning the conditions and operation of a health
care facility in order to be certified for participation under the medi-
care or medicaid programs. The penalty was set at imprisonment for
up to 6 months, or a fine of up to $2,000, or both. To discourage in-
dividuals from fraud or misrepresentation concerning a child care
facility, a similar penalty is included in the committee bill with respect
to child care facilities. Tn addition, the facility involved will be in-
eligible to participate in any federally funded or assisted child care
program for 2 years following conviction. .

Any facility in which child care was provided by the Bureau,
whether directly or under contract, would have to meet the Federal
standards in the law, but it would not be subject to any licensing or
other requirements imposed by States or localities. If any individual,
group, State, or locality feels that the fire and safety standards are
less protective of the welfare of children than those imposed by State
and local ordinances, a hearing procedure is provided.

Requiring facilities to meet only the Federal standards will make
it possible for many groups and organizations to establish child care
facilities under contract with the Bureau where they cannot now do
so because of overly rigid State and local requirements. From the
standpoint of the group or individual wishing to establish the facility,
this provision would end an administrative nightmare. Today, it can
take months to obtain a license for even a perfect child care facility,
by the time clearance is obtained from agency after agency at the local
level. Under the bill, persons and groups wishing to establish a child
care facility would be able to obtain technical assistance from the
Bureau; they would have to meet the Federal standards and they
would have to be willing to accept children whose fees were partially
%r wholly paid from Federal funds, in order to contract with the

ureau.

Child Care and Early Childhood Education

An emotional and controversial issue frequently raised in the dis-
cussion of child care concerns the position taken by some persons that
all child care should provide an early childhood education experience.
Without being too specific about the nature of this experience (for
example, the Federal interagency day care requirements only state
that “the daily activities for each child in the facility must be designed
to influence a positive concept of self and motivation, and to enhance
his social, cognitive, and communication skills”). early childhood
education advocates contrast it with “mere custodial care” that is
ci'rfdhkc that provided by mothers in their own home to their own
children.
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Effectiveness of early childhood educational programs—Though
advocates of early childhood education programs cite the immediate
intellectual gains children realize as a result of their participation,
evaluations of the programs have been virtually unanimous in agree-
ing that the gains are short-lived. For example, in a summary of
recent research on early childhood development issued by the National
Institute of Mental Health in 1970, the authors noted the “consistent
findings of a dropoff of the gains achieved in the short-term programs
when these programs are terminated. . . . Almost all the studies in
the literature show a decline in performance after the short-term
programs are ended for the children. . . . The evidence is fairly clear
that the gains of programs that are of a short term are gains that fail
to last. . . . There is no evidence . . . that pre-school instruction has
lasting effects upon mental growth and development.”

In an article entitled “The Environmental Mystique” that appeared
in the magazine Childhood Education in 1970, Dr. Edward Zigler,
Director of the Office of Child Development in the Department of
Health, Education, and Welfare, stated :

Learning is an inherent feature of being a human being.
The only meaningful question, therefore, is not “Why do children
learn?” but, “Why is it that some children do not learn?” AF-
proached in this way, the problem is not one of getting intelli-
gence into nonlearners but rather of determining the conditions
and attitudes that interfere with the natural process of learning.
We are all aware that children learned before cognitive theorists
told us how and before the invention of talking typewriters.
Indeed, children learned before schools of any sort existed. How
could this learning have been possible without the formal pro-
graming of experiences which we have come to associate with the
formal educational process? The answer, I think, is that in his
natural state the child is a much more autonomous learner than
adherents of the pressure-cooker approach would believe. I am
convinced the child does most of his learning on his own and often
the way to maximize it is simply to let him alone. He accomplishes
some of the most significant learning in his every day interaction
with his environment. Learning for the child is, thus, a continuous
process and not one limited to the formal instruction and whizbang
remedial efforts that have recently captured our attention. . . .
Whatever the nature of cognitive development might be, such
development has been overemphasized in our current society.

Thus it has been repeatedly found that by the third or fourth grade
there is no difference between children who have had preschool
educational experience and those who have not. Professor Carl
Bereiter, who has devoted his career to the education of young children,
drew the following conclusion in a paper presented at Johns Hopkins
last year:

It appears that the main thing wrong with day care is that there
is not enough of it and the main reason there is not enough of it
is that it costs too much. At the same time, those who are profes-
sionally dedicated to advancin% day care seem to be pressing con-
tinually to make it more costly by setting certification require-
ments for day care workers and by insisting that day care should
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be educational and not just high-quality institutionalized baby-
sitting.

s Ei’roducing a measurable educational effect in young children
is far from easy; ... it requires as serious a commitment to cur-
riculum and teaching as does education in older children. I cannot
imagine day care centers on a mass basis carrying out educational
programs of the kind needed to produce measurable effect. If they
cannot do so, then it will prove in the long run a tactical blunder
to keep insisting that day care must be educational. Sooner or later
those who pay for it will begin demanding to see evidence that
educational benefits are being produced, and the evidence will not
come forth.

It would seem to me much wiser to seek no more from day care
than the sort of high quality custodial care that a child would
receive in a well-run home, and to seek ways to achieve this level
of care at a cost that would make it reasonable to provide it to all
those who need it. One should not have to justify day care on
grounds that it will make children do better in school any more
than one should have to justify a hot lunch program that way.

Educational services for school-age children—It is anticipated
that most of the children receiving child care under the guaranteed
employment program in the committee bill will be children who are in
school most of the hours of the day for nine months of the year, and
who will require supervision only during the hours they are not in
school and during vacation periods. There appears to be no reason to
require that educational services be provided to a child who already
spends six hours a day in school.

In testimony before the Finance Committee, Dr. Zigler stated that
for $80 a year per child an enrichment program could be provided for
children receiving child care in family day care homes. Another ap-
proach suggested would have children receiving care in family child
care homes go to a child care center several times during the week for
a more educationally oriented experience at a much lower cost than if
they spent full time in the day care center. Thus it should be possible
with some imagination to enrich the experience of children who receive
care in a home setting while at the same time not adding prohibitively
to the cost of child care.

Committee bill.—In view of the considerations discussed above, the
committee bill does not require that all child care arranged for by the
Bureau of Child Care be educational in nature, nor does it require a
formal educational component, However, in arranging for a child’s
care the Bureau would first have to see if a place is available under a
child development program under other legislation if the parent pre-
fers this type of care. Furthermore, educationally oriented child care
could be arranged for by the Bureau if fees are available to pay for
this kind of care.

Any educationally oriented child care arranged for by the Bureau
would have to meet any applicable State or local educational standards,
in keeping with the general philosophy of State and local control
over education.
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Director of the Bureau and National Advisory Couneil

.. The Bureau would be headed by a Director appointed by the Pres-
ident with the consent of the Senate. A National Advisory Council on
Child Care would be established to provide advice and recommenda-
tions to the Director on matters of general policy and with respect to
improvements in the administration of the Bureau. The Council would
be composed of the Secretary of Health, Education, and Welfare, the
Secretary of Labor, the Secretary of Housing and Urban Develop-
ment, and eight individuals—five of them representative of consumers
of child care—appointed by the Director.

Effective Date

The provisions of the committee bill establishing the new Burean of
Child Care would be effective upon enactment.

Grants to States for Establishment of Model Day Care
(Sec. 432 of the bill)

The committee expects that much of the child care offered by the
Bureau of Child Care will be similar to that provided by mothers in
their own home, since experience has shown that most working mothers
prefer family day care because of its convenience and its informality.
However, the committee has also provided a 3-year program of grants
to States to permit them to develop model child care. Appropriations
wouald be authorized to permit each State in fiscal years 1973, 1974 and
1975 to receive a grant of up to $400,000 per year to pay all or part of
the cost of model care, whether through the establishment of one child
care center or a child care system. Special emphasis would be placed
on utilizing the model child care for training persons in the field of
child care.
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IX. AID TO FAMILIES WITH DEPENDENT CHILDREN,
SOCIAL SERVICES, CHILD WELFARE SERVICES, AND
OTHER PROVISIONS RELATED TO WELFARE PRO-
GRAMS

(Title IV of the bill)

1. ATD TO FAMILIES WITH DEPENDENT CHILDREN AND
SOCIAL SERVICES

The Developing Problem

The original Social Security Act of 1935 established our Federal-
State grant programs which today provide assistance to the aged,
blind, and disabled, and to needy families with children. Unlike the
federally administered social security program, the welfare titles of
the Social Security Act do not set benefit levels nor describe in detail
methods of administering the welfare programs; States establish their
i)wn assistance programs within the broad guidelines of the Federal

aw.

‘Within the past 5 years, however, the Federal-State relationships
have undergone substantial change. Three factors have played an im-
portant role in the changing relationships:

1. The tremendous growth in the Aid to Families with Depend-
ent Children rolls has created both a fiscal and administrative
burden which many States find difficulty coping with.

2. A number of court decisions have had far reaching impact on
all aspects of the welfare programs under the Social Security
Act. These decisions have used the very broadness of the Federal
statute (intended to allow States more latitude) against the States
by saying sometimes that anything the Congress did not expressly
prohibit it must have intended to require—and sometimes that
what the Congress did not expressly permit it must have intended
not to permit. This position was explicitly stated by the Supreme
Court in Townsend v. Swank (opinion dated December 20, 1971),
where it was said that “at least in the absence of congressional
authorization for the exclusion clearly evidenced from the Social
Security Act or its legislative history, a State eligibility standard
that excludes persons eligibile for assistance under Federal AFDC
standards violates the Social Security Act and is therefore invalid
under the Supremacy Clause.”

3. The Department of Health, Education, and Welfare has is-
sued a series of regulations beginning in January 1969, whose ef-
fect has been to make it easier to get on welfare and harder to get
off welfare, regulations which many States have vigorously, but
unsuccessfully, opposed.

The committee bill would make a substantial portion of the present
AFDC caseload ineligible to receive its basic income from welfare, and

(453)
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would instead guarantee an opportunity to earn an income through
working. This shift of emphasis from a guaranteed income through
welfare to a guaranteed job opportunity should have a significant im-
pact on the future growth of the welfare rolls, but by itself the creation
of the work program will not guarantee the integrity of the AFDC
program that remains, particularly in view of the factors outlined
above.

Various studies conducted by the Department of Health, Education,
and Welfare, the General Accounting gﬂice and the States in the past
few years have shown that in many States, the welfare programs are
not under proper administrative control—as evidenced by an unaccept-
ably high rate of ineligibility, overpayments and underpayments. As a
matter of fact, the actions of the Department of Health, Education,
and Welfare and the courts in recent years when added together seem
to form a broad avenue making it very easy for an individual—ineligi-
ble as well as eligible—to find his way onto welfare, and a mystic maze
making it very difficult for the welfare agency to get him off of welfare
even if ineligible. This pattern of regulations and court action is out-
lined below :

1. Use of “simplified declaration” method pushed.—The Depart-
ment of Health, Education, and Welfare has required that
eligibility for aid to the aged, blind, and disabled be based solely
on the individual’s statements, without routine verification and
investigation of this information. The Department initially wished
to require use of the simplified declaration method in Aid to
Families with Dependent Children also, but limited its require-
ment to testing on a sample basis, while strongly encouraging the
States to adopt the declaration method for this program (26
States have done so). Even where the simplified declaration
method is not used, the Department of Health, Education, and
Welfare regulations (45 CFR 206.10(a) (12)) require that in de-
termining initial and continuing eligibility :

Applicants and recipients will be relied upon as the primary
source of information in making the decision about their
eligibility. . . . Verification of circumstances pertaining to
eligibility will be limited to what is reasonably necessary to
ensure the legality of expenditures under this program.. . .
The agency takes no steps in the exploration of eligibility to
which the applicant or recipient does not agree. It obtains
specific consent for outside contacts, gives a clear explanation
of what information is desired, why it is needed, and how it
will be used. ... When information available from the
applicant or recipient is inconclusive and does not support a
decision of eligibility, the agency explains to the individual
what questions remain and how he can resolve or help to
resolve them, what actions the agency can take to resolve
them and the need for their resolution if eligibility is to be
established or reconfirmed. If the individual is unwilling to
have the agency seek verifying information, the agency, un-
able to determine that eligibility exists, denies or terminates
assistance.

2. Impact of increase in applications on traditional method o
determining eligibility.—In a study of the declaration meth
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conducted in 1971, the General Accounting Office found that even
where the welfare agency was supposed to be using a traditional
method of determining eligibility (that is, with routine verifica-
tion and investigation of information), the crush of the tremen-
dous increase in applications for Aid to Families with Dependent
Children resulted as a practical matter in the use of a “simpli-
fied declaration” method simply because the agency was too over-
burdened handling applications to carry out its usual verification
procedures.

3. Welfare payments are estimated.—The social security benefit
an individual receives in a given month is based on his entitlement
during the prior month. By way of contrast, welfare payments
are based on estimated entitlement during the current month.
While this is no problem if an individual has no source of income
other than the welfare payment, it means that in most cases the
welfare payment will be at least slightly wrong if the recipient
has another source of income during the month, such as earnings.
Thus, in many cases overpayments and underpayments may result
simply from changing circumstances, because entitlement 1s based
on estimated income during the current month.

tat, A

4. Hearing required before ce can be 7 d or termi-
nated.—In 1970 the Supreme Court ruled in two cases (Goldberg
v. Kelly (397 U.S. 2545 and Wheeler v. Montgomery (397 U.S.
280)) that assistance payments could not be terminated or re-
duced before a recipient was afforded an evidentiary hearing, on
the constitutional grounds that this would violate the due process
clause. The Department of Health, Education, and Welfare regu-
lations (45 CFR 205.10) go much further than the court, requiring
agencies to help recipients to request hearings and to tell them
of their right to appeal and that welfare payments will continue
during the appeal.

5. Payments must continue during appeal at State level—In a
recent court case in New Jersey (Serritella v. Engelman, opinion
dated February 24, 1972), a Federal District Court held that the
welfare payment must not only be continued without reduction
during the evidentiary hearing at the local level, but must also be
continued without reduction during a subsequent appeal at the
State level.

6. Recouping overpayment when recipient is not at fault—
The regulations of the Department of Health, Education, and
Welfare (45 CFR 233.20(a) (3) (ii) (¢) ) do not permit a State to
reduce current welfare payments because of prior overpayments
unless the recipient willfully withheld information about income
or resources.

7. Recouping welfare benefits when recipient is at fault—The
court went even further than the HEW overpayment regulations
in Bradford v. Juras, when a Federal District Court in Oregon
ruled on July 12, 1971 that a State may not reduce current welfare
payments when an overpaid AFDC recipient willfully withholds
information but has no resources apart from the current assistance
grant.

8. Miranda warning required in fraud investigation.—A new
dimension was added to welfare fraud investigation in a recent
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New Jersey State Superior Court decision (New Jersey v. Graves,
April 2,1971), in which an AFDC recipient had failed to tell the
welfare agency that her husband had returned home. The welfare
agency investigated and was told by the recipient of her husband’s
return, without the investigator first advising her of her right to
remain silent. This warning was required, the court stated,
because :
When defendant was subjected to interrogation by a
representative of the fraud division and in the presence of the
supervisor of that division, the interrogation had reached an
accusatory stage in which she was the target. It is impor-
tant, also, to note that the circumstances surrounding the
investigation contained clear elements of psychological
duress, as evidenced by defendant’s testimony that she did
not notify the welfare board of her husband’s return because
she was “afraid,” presumably of losing some of her benefits.
9. Supreme Court attitude on protecting State fiscal interest.—
In a recent case (7 ownsend v. Swank, opinion dated December 20,
1971) the Supreme Court did not permit the State of Illinois to
distinguish for welfare purposes between students attending voca-
tional schools and students attending other kinds of schools.
Particularly significant in the opinion handed down was the
court’s comment that “a State’s interest in preserving the fiscal
integrity of its welfare program by economically allocating
limited AFDC resources may not be protected by the device of
adopting eligibility requirements restricting the class of children
made eligible by Federal standards [that is, those eligible under
Federal statute and regulations]. That interest may be protected
by the State’s ‘undisputed power to set the level of benefits.””
Thus the court took the position that the only way a State could
restrict welfare expenditures was by an across-the-board cut
affecting needy persons it considered worthy of assistance as well
as other persons the State would have preferred to consider in-
eligible for assistance.

These pressures from without have led to the welfare programs
not being under sufficient administrative control in a number of States.
The recent quality control sample of the Department of Health
Education, and Welfare has shown a high rate of ineligibility over.
payment, and underpayment in aid to the aged, blind, and disabled
as well as Aid to Families with Dependent Children. The Department
hgs gr.gléedt!:hat t?et}slituatiﬁ:n is hopeless and that only direct Federal
administration of the welfare program i
eﬂi’;‘il(lent ration of the programs can result in proper and

e committee does not agree with the Department’

self-fulfilling prophecy. It 1s the committee’s view tt};lztatmm}l)):e::n%
Federal-State system would operate much more effectively—as in-
tended by the Congress—if States were relieved of the added burden
now placed on them by court decisions and Federal regulations ex-
tending welfare eligibility and payments beyond what is contemplated
in the statute, and if they were given help in getting at some l;f the
major causes of the increases in the AFDC rolls. This is what the
mittee has attempted to achieve in the revised version of the AI%%IE
program it is recommending to the Senate.
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Outline of the AFDC Program as Modified

The committee bill would recast the Aid to Families with Depend-
ent Children program to clarify its nature as a federally shared pro-
gram under which States can provide assistance to needy families.
Beginning January 1, 1974, families headed by an employable parent
would obtain their basic income from employment rather than from
welfare. An estimated 40 percent or 1.2 million of the 3 million fam-
ilies currently receiving AFDC would have to obtain their basic source
of income from employment beginning on that date.

Conditions of Eligibility

As under existing law, the Federal AFDC statute would limit
eligibility to needy families containing at Jeast one child who is under
age 18 (or a full-time student under age 21), who is living in the home
of his parent or other specified relative, and who has been deprived of
support because of the death, absence from the home, or inca%acity ofa
parent. Unlike current law, the AFDC program could not be used to
provide the basic income of any family which includes at least one
employable parent. In general, any able-bodied father would be con-
sidered employable, as would any able-bodied mother heading a family
other than one who is caring for a child under age 6 or for another
member of the household who is ill or disabled. Federal law would
also spell out certain other requirements or limitations on eligibility.

In addition to the Federal requirements, States would be authorized
to establish such conditions of e?igibility as they might determine to be
appropriate to carry out the objectives of the program. For example,
States would (as they do now) establish the amount of assets which a
family may retain and still receive assistance. Similarly, States could
condition eligibility on the fulfillment of certain other requirements not
spelled out in Federal law. One such condition might be a requirement
that the school-age children in an AFDC family actually attend school.
Such conditions would have to be reasonably related to the purposes
of the program and could not be used as a subterfuge for changing
its basic nature. For example, States could not impose conditions
which would have the effect of excluding from AFDC all families
with no child under age 3.

In general, then, the Federal law would define the outside limits
of eligibility which a State could incorporate in its AFDC program.
States would not be required to provide assistance to all families fall-
ing within these limits but would, rather, be free to establish reason-
able additional conditions or limitations on eligibility.

Level of Assistance and Federal Funding
The committee bill would continue the approach of present
law under which each State determines the level of assistance which
will be provided to needy families. States could not, however, reduce
payment levels to AFDC recipients below $1,600 for a two-member
family, $2,000 for a three-member family, and $2,400 for a family of
four or more; or if payment levels are already below these amounts
they could not be reduced at all.
nlike present law, Federal funding would not be provided accord-
ing to a flat percentage (50 to 83 percent, depending upon per capita
income in the State) of whatever the State expends for assistance. In-
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stead, the Federal Government would make flat grant payments to the
States for Aid to Families with Dependent Children which would pro-
vide a substantial measure of fiscal relief to the States. The Federal
Government would also reimburse the States fully for any additional
cash assistance provided to families to offset the loss of food stamps.
Families eligible for AFDC would not be eligible for food stamps or
surplus commodities. States would be required to assure that families
participating in the employment program receive as much in total
income as welfare families of similar composition.
Administration and control of AFDC

As under existing law, the AFDC program would be administered
by State welfare agencies or by local welfare agencies under the super-
vision of a State agency. The gtates would be expected to have greater
control over their AFDC programs than is now the case. In the con-
text of the committee’s block grant approach, the general authority of
the Department of Health, Education, and Welfare to interfere with
the States’ methods of administration or to impose its regulations on
the States would be restricted under the committee bill.

Aid to Families With Dependent Children Under the Committee
Bill

The following pages describe the AFDC program as it would be
modified under the committee bill. The modifications would be effec-
tive January 1, 1973; some further changes would be made once the
committee’s employment plan became effective on January 1, 1974.

The AFDC program under the committee bill would consist of the
following elements:

1. Purpose ; authorization of appropriations;

2. General administrative provisions;

3. Eligibility for AFDC;

4. Determining eligibility and amount of benefits;

5. Statutory rights of applicants for and recipients of
assistance;

6. Protection of children;

7. Social services;

8. Community work and training programs (effective until
January 1974) ;

9. Relationship with Work Incentive Program (effective until
January 1974) ;

10. Emergency assistance; and

11. Federal financial participation.

Purpose; Authorization of Appropriations

Section 401 of the Social Security Act sets forth the purpose of the
AFDC program as follows:

For the purpose of encouraging the care of dependent children
in their own homes or in the homes of relatives by enabling each
State to furnish financial assistance and rehabilitation and other
services, as far as practicable under the conditions in such State,
to needy dependent children and the parents or relatives with
whom they are living to help maintain and strengthen family life
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and to help such parents or relatives to attain or retain capability
for the maximum self-support and personal independence consis-
tent with the maintenance of continuing parental care and pro-
tection, there is hereby authorized to be appropriated for each
fiscal year a sum sufficient to carry out the purposes of this part.
The sums made available under this section shall be used for
making payments to States which have submitted, and had ap-
proved by the Secretary of Health, Education, and Welfare State
plans for aid and services to needy families with children.

As rewritten under the committee bill, the following clarifications
would be made in this declaration of purpose to make explicit what
the committee feels is now implicit: (1) it would be made clear that
welfare is a matter of statutory entitlement rather than a property
right; (2) the purpose of aiding children in establishing paternity
and obtaining support payments would be an explicit goal of the
AFDC program; and (3) the central role of the State in determining
the nature of the AFDC program, within the broad outline of Federal
law, would be strongly emphasized.

WELFARE A8 A Srtaturory RieHT

A number of court cases have been predicated on the judicial finding
that welfare is a property “right” rather than the traditional view
that is a “gratuity” granted as a privilege by the Congress and the
States subject to such eligibility conditions as are imposed by law.

Benefits under any of the welfare programs are a statutory right,
and like any other statutory right, are subject to the establishment of
specific conditions and limitations which may be altered or repealed by
subsequent legislative action. In fact, the Social Security Act, in sec-
tion 1104 makes explicit what would be the case in any event, that
“the right to alter, amend, or repeal any provision of this Act is hereby
reserved to the Congress.”

The “right to welfare” implies no vested, inherent or inalienable
right to benefits. It confers no constitutionally protected benefit on
the recipient. To6 the contrary, the right to welfare is no more sub-
stantial, and has no more legal effect, than any other benefit conferred
by a generous legislature, The welfare system as we know it today has
its legal genesis in the Social Security Act and the statutory rights
granted under, and pursuant to, that Act can be extended, restricted,
or otherwise altered or amended—or even repealed—by a subsequent
act of Congress. It is this ability to change the nature of a statutory
right which distinguishes it from a property right or any right con-
sidered inviolate under the Constitution. The committee firmly re-
states this view of the nature of the “right” to a welfare benefit.

RicuTt o CHILbREN To Have PaTerNiTY EsTasLisaEp AND To RECEIVE
SuprorRT PAYMENTS

The committee is aware of the tendency of many persons involved
in the administration of AFDC not to seek the establishment of
paternity and support for an AFDC child. Their rationale is that
such action may have an adverse effect on the child’s mother, But this
overlooks the adverse effect on the child of failure to act. The com-
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mittee feels that the child must be recognized as a legal person who is
in a direct relationship with society and who is not a chastel of his
mother. The committee believes that children born out of wedlock have
the right to have the identity of their father established, and that all
children have the right to be supported by their parents. The commit-
tee bill contains a number of provisions concerning this subject, set
forth in detail in chapter X of this report (pages 501 ff.) and because
of its importance the committee feels that it should be stressed as one
of the purposes of the AFDC program.
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CENTRAL RoLE oF STATE

Tt is the committee’s view that the present AFDC statute is clear in
establishing the central role of the State in determining the nature of
its AFRDC program, within the broad outline of Federal law. The
Department of Health, Education, and Welfare, however, has at-
tempted to severely limit State flexibility with a series of regulations
which are more in the nature of legislation than interpretation of the
Federal statute. In addition, the courts have used the very broadness of
the Federal statute (intended to allow States great latitude in opgrat-
ing their AFDC programs) against the States by taking the position
sometimes that anything the Congress did not expressly prohibit it
must have intended to require and sometimes that anything the Con-
gress did not expressly permit, it must have intended not to permit. A.
number of the provisions of the committee bill are designed to deal with
problems raised by specific HEW regulations. In addition, the com-
mittee bill limits the Department’s regulatory authority under the
welfare programs so that 1t may issue regulations only related to spe-
cific provisions of the Act, and so that the regulations may not be
inconsistent with any provision of the Act. The committee bill would
thus free the States to again assume their central role in operating their
AFDC programs.

State Plans for Aid and Services To Needy Families With
Children

General Administrative Provisions

ProvisioNs IN PrESENT Law

The present law contains a number of requirements of a general
administrative nature related to State AFDC programs, under which
they must—

1. Be in effect in all political subdivisions of the State;

2. Provide for financial participation by the State;

3. Designate a single State agency to administer the program
or supervise its administration;

4. Be administered by employees selected on a merit basis;

5. Use subprofessional staff and volunteers; and

6. Furnish reports and other information to the Secretary of
Health, Education, and Welfare.

These present law provisions are repeated in the committee bill as
well, with the one exception that the Secretary would be permitted
to waive the requirement of statewideness as it applies to the provi-
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sion of social services (this is further discussed below in the section on
social services, pages 485-486).

Use oF Socian Securrry Numsers ANp OTHER MEANE OF
IDENTIFICATION

In its social security provisions, the committee bill contains a pro-
cedure designed to introduce additional administrative controls over
the issuance of social security numbers and to impose additional penal-
ties for fraudulent use of social security numbers. .

In the revised AFDC program under the committee bill (as well as
under the other welfare titles of the Social Security Act), applicants
for public assistance would be required to furnish their social security
numbers to State welfare agencies. These agencies, in turn, are re-
quired by the bill to use recipients’ social security numbers in the ad-
ministration of assistance programs.

For example, it is expected that States would use social security
numbers for case file identification, for cross-checking purposes, and
as an aid in the compilation of statistical data. The committee feels
that this provision is a logical extension of the use of social security
numbers for identification purposes—a procedure which has proven
highly effective as an aid in the administration of the Internal Revenue
Code. This use of the social security number for identification purposes
on tax returns was adopted at the suggestion of the committee. The
committee understands that a number of States have, on their own
initiative, undertaken to use social security numbers in this way in ad-
ministering their welfare programs. The committee believes that the
use of this numbering system should contribute to improving the
administration of welfare programs and aiding in the detection and
prevention of fraudulent practices. It will also permit States to ex-
change lists of these numbers as an additional safeguard against
fraudulent attempts to receive more than one welfare check.

In addition, States would be explicitly authorized in the statute to
use photographs and such other means of identification as they desire
in administering the welfare programs, and to set penalties for misuse
of these means of identification.

SEPARATION OF SERVICES AND EriemIriTy DETERMINATION

An example of HEW efforts at legislation through regulation in-
volves the separation of social services from the welfare payment
process. On June 2, 1972, the Department of HEW issued a regula-
tion requiring States to have completely separate administrative units
handling the provision of social services and handling the determina-
tion of eligibility for welfare.

The committee notes that the General Accounting Office in its study
of the “simplified declaration” method found that “caseloads in
the centers using a simplified method increased disproportionately
when . . . they no longer required the same welfare agency worker
to determine an applicant’s eligibility and also provide social services.”

In the committee’s view there is little justification for requiring
States to make this kind of administrative separation and there are
good arguments for not making such a separation at all—in particular,
the fact that a good deal of casefinding for services occurs as part of
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the eligibility determination process. The committee bill therefore
makes it clear that States may not be required to separate the provision
of social services from the determination of eligibility under the
AFDC program. States which feel that such a separation will con-
tribute to improved administration would be free to separate the two.

EsTABLISHMENT OF Apvisory CoMMITTEES

Regulations issued by the Department of Health, Education, and
Welfare in 1969 require States to establish a welfare advisory com-
mittee for AFDC and child welfare programs “at the State level and at
local levels where the programs are locally administered,” with the
cost of the advisory committees and their staffs borne by the States
(with Federal matching) as part of the cost of administering the wel-
fare programs.

Committee provision—The committee bill would make the estab-
lSishment or continuation of such advisory committees optional with the

tates.

FurNisHiING MaNvaLs AND OtrErR PoLicy IssUuaNcEs

Regulations issued by the Department of Health, Education, and
Welfare in October 1970 require States to make available current
copies of %rogram manuals and other policy issuances related to any
of the welfare programs—

without charge to public or university libraries, the local or dis-
trict offices of the Bureau of Indian Affairs, and welfare or legal
services offices or organizations. The material may also be made
available, with or without charge, to other groups and to indi-
viduals. Wide availability of agency policy materials is recom-
mended.

In addition, the regulations state that :

Upon_request, the agency will reproduce without charge the
specific policy materials necessary for an applicant or recipient,
or his representative, to determine whether a fair hearing should
be requested or to prepare for a fair hearing; and will establish
policies for reproducing policy materials without charge, or at a
charge related to cost, for any individual who requests such
material for other purposes (45 CFR 205.70(b)).

Committee provision.—The committee bill would make clear that
States would not be required to furnish these materials without charge,
and that States would be permitted to require that the material be made
available only at cost.

Eligibility for Aid to Families with Dependent Children

Under present law, Aid to Families with Dependent Children may
be furnished to families with children in which a child “has been de-
prived of parental support or care by reason of the death, continued
absence from the home, or physical or mental incapacity of a parent.”
In addition, a State may provide AFDC payments to children who
have been deprived of parental support or care by reason of the unem-
ployment of the father. The committee bill would continue these
broad categories of eligibility until January 1, 1974, at which time the
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following kinds of families would receive their basic income from
employment rather than AFDC:

1. A family headed by a father who is not incapacitated;

2. A family headed by a mother (or headed by an incapacitated
father where the mother is not providing care to the father) with

no child under age 6, unless the mother is (a) ill, incapacitated or
of advanced age; (b) too remote from an employment program to
be able to participate; (c) needed at home to care for a disabled
family member; or (d) attending school full time.
Under the committee bill, States would be required to make eligible
for AFDC:

1. A family headed by a mother with a child under age 6;

. 2. A family headed by an incapacited father where the mother
is not in the home or is caring for the father;

3. A family headed by a mother who is ill, incapacitated, or of
advanced age;

4. A family headed by a mother too remote from an employment
program to be able to participate ;

5. A family headed by a mother attending school full time even
if there is no child under age 6;

6. A family headed by a mother who is needed at home to care
for a disabled family member; and

7. A child living with neither parent, together with his caretaker
relative(s), providing his mother is not also receiving welfare.

However, the following individuals or groups would not be eligible
to receive Aid to Families with Dependent Children:

1. Persons residing in a State less than 3 months (however,
the former State of residence would continue to provide assistance
for the 3 months) ;

2. Persons who are neither citizens nor aliens lawfully admitted
for permanent residence;

3. Persons who have been outside the United States for at least
30 consecutive days but have not yet been back in the United States
for 30 consecutive days;

4. Unborn children;

5. Mothers who fail to cooperate in establishing the paternity
of a child born out of wedlock and mothers who fail to cooperate
in seeking support payments;

6. Persons who are medically determined to be addicts or
alcoholics;

7. Individuals receiving another form of federally matched
welfare;

8. Until January 1, 1974, ¥ersons refusing without good cause
to participate in the Work Incentive Program or to accept em-
ployment ; and

9. Persons who have recently disposed of their assets for the
sake of qualifying for welfare.

At the State’s option the following additional groups could be ex-
cluded from welfare eligibility :

1. Persons absent from the State for more than 3 months;

2. Children living in the same household as their stepfather,
and families in which there is a continuing parent-child relation-
ship with a man;
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3. Persons who refuse to allow a caseworker in their home;
4. A child living with a relative when the child’s mother is re-
ceiving AFDC in another household; and .
5. AFDC children between age 18 and 21 attending school.
6. A family headed by an unemployed father who is a striker.
These items are discussed individually below.

DerintTioN oF INcapacrry Unper Am 1o Fammms Wira
DepeNDENT CHILDREN

Present law.—Under Aid to Families with Dependent Children, the
Federal Government will match payments to families where the
father is incapacitated. The definition of “incapacitated” is left up to
the States. .

Under a regulation issued by the Secretary of Welfare in Penn-
sylvania, incapacity is defined in a way that allows the State to
classify virtually any general assistance recipient with children as
incapacitated for purposes of Federal matching. The regulation states:

The determination of incapacity is based on the simple fact of
the existence of incapacity and not upon its cause, degree, dura-
tion or accompanying factors. It is not necessary to show an
affirmative relationship between the incapacity of the parent and
the lack of parental support or care. It is immaterial whether the
parent was the chief breadwinner or devoted himself or herself
primarily to the care of the child, or whether or not the parents
were married to each other.

To prove incapacity, there must be proof that a parent has an
impairment, but it is not necessary to show that the impairment
limits the parent’s ability to support or care for the child. ... The
impairment must be proved. If the impairment can be seen, the
worker’s statement that he has seen it is proof of the existence of
the impairment.

COommittee provision.—Under the committee bill, the term “inca-
pacitated” would be defined as “inability to engage in any substantial
gainful activity by reason of any medically determinable physical or
mental impairment.” This is the same definition as is used in determin-
ing disability under the social security disability insurance program,
except that the definition would also apply to short-term, temporary
disability while social security benefits are available only to persons
whose disability will last at least 12 months. A family head not found
to be “incapacitated” under this definition would be assured employ-
ment under the guaranteed job opportunity program.

Persons Resming 18 o State Less TuaN Taree MoNTHS

Present law.—Under the present Federal statute the Secretary of
Health, Education, and Welfare may not approve a State plan for
Aid to Families with Dependent Children if it includes a duration of
residence requirement of more than ene year. In the programs of cash
assistance for the aged, blind, and disabled, the present statute would
permit, in addition to the requirement of one year’s residence preced-
Ing the date of application, a requirement that the individual have
resided in the State for five of the preceding nine years.

R
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In April 1969, the Supreme Court ruled that the duration of resi-
dence requirement of the Connecticut and Pennsylvania AFDC pro-
grams constituted an action by those States which violated the equal
protection clause of the 14th amendment. The Supreme Court stated
that the Federal statute “does not approve, much less prescribe, a one-
year requirement” and went on to say that even if it were to assume
“that Congress did approve the imposition of a one-year waiting
period, it is the responsive State legislation which infringes constitu-
tional rights.” The court further declared that if somehow the consti-
tutionality of the Federal law is involved that “insofar as it permits
the one-year waiting-period requirement” it would be unconstitutional
because “Congress may not authorize the States to violate the Equal
Protection Clause.”

This Supreme Court action in outlawing duration of residence re-
quirements may have been one of the factors influencing many States
to cut back on their welfare payment levels or not to provide increases
as they had in the past. A dissenting member of the Supreme Court
noted that “of longer-range importance, the field of welfare assistance
is one in which there is a widely recognized need for fresh solutions
and consequently for experimentation. Invalidation of welfare resi-
dence requirements might have the unfortunate consequence of dis-
couraging the Federal and State governments from establishing
unusually generous welfare programs in particular areas on an experi-
mental basis, because of fears that the program would cause an influx
of persons seeking higher welfare payments.” This Justice concluded
that it was “particularly unfortunate that this judicial roadblock to
the powers of Congress 1n this field should occur at the very threshold
of the current discussions regarding the ‘federalizing’ of these aspects
of welfare relief.”

Committee provision—The committee bill contains a provision
aimed at eliminating the constitutional question raised by the Supreme
Court by making it an affirmative requirement of Federal law that
the State plan for Aid to Families with Dependent Children include
a requirement of three months’ residence in the State as a condition of
eligibility. (The committee bill, however, would not deny Federal
funds to States which by virtue of State law do not in fact impose a
duration of residency requirement.) Thus under the committee bill,
a three-month duration of residence in a State would, in effect, be a
nationally uniform condition of eligibility for assistance. With this
structure the question of State violation of the equal protection clause
of the 14th amendment is eliminated.

In addition, the committee bill would require a State to continue
welfare payments to eligible persons for 3 months after they move to
another State unless they become eligible for welfare in the other State
earlier than this. The payments themselves would be made by the
welfare agency in the new State of residence, with reimbursement
made under a cooperative agreement,

ELicBILITY OF ALIENS FOR WELFARE; PrrsoNs OQursipE THE UNITED
StaTes

Present law.—Under the Social Security Act, the Secretary of
Health, Education, and Welfare may not approve a State plan of aid



to the aged, blind, or disabled which imposes as a condition of eligi-
bility for welfare “any citizenship requirement which excludes any
citizen of the United States” (sections 2(b) (3), 1002(b) (2), 1402(b)
(2), and 1602(b) (3)). There is no similar clause in the Federal title
relating to Aid to Families with Dependent Children. Thus all the wel-
fare titles of the Social Security Act would permit a State to exclude
noncitizens from welfare benefits, although the law does not say so
explicitly. . .

House bsll—For the new program of Federal aid to the aged, blind,
and disabled, H.R. 1 as it passed the House would limit eligibility to
an individual who “is a resident of the United States, and is either
(i) a citizen or (ii) an alien lawfully admitted for permanent resi-
dence” (section 2014(a) (1) (B)). There is a similar ﬁrovision under
the Family Assistance Program in the House-passed bill.

The House bill also (secs. 2011(f) and 2155(a)(4) (B)) makes
an individual ineligible for welfare payments during any month in
which the person is outside the United States the entire month; once
an individual has been outside the United States at least 30 consecutive
days, he must remain in the United States 30 consecutive days before
he may again be eligible for welfare.

Court cases—The Supreme Court on June 14, 1971 (Graham v.
Richardson) ruled that a State could not condition welfare benefits
either upon the applicant being a U.S. citizen or, if an alien, on his
having resided in the United States for a specified number of years.
Such eligibility requirements were held to violate the Equal Protection
Clause of the 14th amendment. As far as the explicit provisions
of the Social Security Act were concerned, the Court concluded
that they did not affirmatively authorize, much less command, the
States to adopt duration of residency requirements or other eligibility
restrictions applicable to aliens, but instead merely directed the Sec-
retary not to approve a State plan which excluded U.S. citizens
from eligibility. Although the Federal Government admittedly had
broad constitutional power to determine what aliens should be ad-
mitted to the United States, the period they could remain, and the
terms and conditions of their naturalization, the Court felt that the
Congress nevertheless did not have the power to authorize the indi-
vidual States to violate the Equal Protection Clause.

Committee provision—Under the committee bill this matter would
be handled in the same manner as the issue of duration of residency
requirements. That is, States would be mandated in Federal law to
require as a condition of eligibility for the AFDC welfare program
under the Social Security Act (in addition to the 3-month duration of
residence requirement) that an individual be a resident of the United
States and either a citizen or alien lawfully admitted for permanent
residence or a person who is a permanent resident under color of law
(that is, a person who entered the United States before July 1948 and
wh:). mayfbehehilble for aéimission for permanent residence at the dis-
cretion of the Attorney General under section i
United States Code). y 1259 of title 8 of the

The committee bill also incorporates the provision of the House bill
making an individual ineligible for welfare payments if he has been
outside the United States at least 30 consecutive days but has not yet
been back in the United States for 30 consecutive days.

466
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Unsory CHILDREN

Present law.—Under the Social Security Act, the term “dependent
child” for purposes of Aid to Families with Dependent Children is
defined as a needy child “deprived of parental support or care by
reason of the death, continued absence from the home, or physical or
mental incapacity of a parent” and who is living with his mother or
other relative.

Regulations of the Department of Health, Education, and Welfare
permit Federal matching, even if the child has not yet been born.
In January 1971, for example, when about 7 million children were
receiving Aid to Families with Dependent Children, 53,400 or a little
less than 1 percent of the total number of children had not yet been
born. About two-fifths of these unborn children were in the State of
California alone, where they constituted 2 percent of the recipient
caseload.

In a case that came before the New York State Supreme Court in
1971, a woman who had been receiving welfare for her unborn child
while pregnant sought a retroactive payment for the second child
upon giving birth to twins. Fortunately, in this case, the court ruled
against the recipient.

House-passed bill—In discussing the meaning of “child” under H.R.
1, the House Ways and Means Committee report (p. 184) states:

Your committee wants to make clear that an unborn child
would not be included in the definition of a child. This will pre-
clude the practice, now used in the AFDC program in some States,
of finding that an unborn child does meet the definition, thereby
establishing a “family” even before the child is born.

Committee provision—The committee bill, like the House bill,
would provide that only children who have actually been born would
be eligible for Aid to Families with Dependent Children.

CooPERATION OF MoTHER IN IDENTIFYING THE FATHER AND SEEKING
SuprorT PAYMENTS

Present law.—The Congress has written into the Social Security
Act a provision requiring the State welfare agency “in the case of a
child born out of wedlock who is receiving Aid to Families with De-
pendent Children, to establish the paternity of such child.”

Court action.—Despite this clear legislative history, a U.S. district
court in August 1969 (Doe v. Shapiro, 302 F Supp. 761), ruled that a
mother’s refusal to name the father of her illegitimate child could not
result in denial of Aid to Families with Dependent Children. The
applicable State regulation was held to be inconsistent with the pro-
vision in Federal law that AFDC be “promptly furnished to all eligi-
ble individuals,” on the grounds that the State regulation imposed an
additional condition of eligibility not required by Federal law.

The dissenting opinion stated :

Unless the principle of personal parental responsibility is to be
abandoned, as an obsolete cornerstone for gauging welfare eligi-
bility, a full disclosure is a necessary and implied governmental
prerogative, which requires the applicant to disclose all relevant
information. Absent this personal responsibility and cooperative-
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ness between the applicant-mother and the government, the effec-
tiveness of the program would be seriously challenged because she
is the sole source of this information; and without it the system
designed to establish paternity could not function. * * *
Congress created this system which required only the identity
of the father to allow enforcement officials with the assistance of
the Internal Revenue Service and the social security files, to locate
an absconding father. It is one of the very few occasions when the
information 1n those records is statutorily made available for use
outside the agencies’ official business. Could it be that Congress
contemplated this elaborate system would be paralyzed by an un-
cooperative applicant-mother who could still successfully insist
that she be paid her full monetary allotment ¢
Committee provision.—The committee’s answer to this question is
an emphatic “No!” The provisions of the committee bill related to
child support and establishing paternity are described in greater detail
in chapter X of this report Fsee 501 ff.), but it is appropriate to note
here that the committee bill would require, as a condition of eligibility,
that a mother cooperate in efforts to establish the paternity of a child
born out of wedlock, cooperate in seeking support payments from the
father, and assign the right to collect support payments on her behalf
to the Government.

Druc Apprcts AND ALCOHOLICS

The committee is concerned that substantial numbers of drug ad-
dicts and alcoholics today receive welfare payments as disabled or in-
capacitated individuals, but receive no treatment for their alcoholism or
drug addiction. Under the committee bill, persons medically deter-
mined to be drug addicts on aleoholics would no longer be eligible for
welfare payments except through a program specifically designed for
rehabilitation and active treatment. Those provisions are described in
greater detail chapter IV of this report (see pp. 299f1.).

InprvipuaLs Recerving AnorHER Form oF FEpErRaLLY MaTcHED
WELFARE or BENEFITS FRoM TiE SUPPLEMENTAL SECURITY INCOME
Procram

The committee bill, like present law and the House-passed version
of HLR. 1, would make ineligible for welfare under the family wel-
fare program an individual who receives aid to the aged, blind, and
disabled or benefits from the Supplemental Security Income program.

ReceENT Disposar, oF ASSETS

Present law.—Under present law, an individual with assets whoge
value exceeds the welfare eligibility level in a State may dispose of
those assets purposely in order to qualify for assistance.

Committee provision.—Under the committee bill, anyone who has
voluntarily assigned or transferred property to a relative within one
year prior to applying for aid under one of the public assistance pro-
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grams. and who has received less than fair market value for the
property, would be ineligible for welfare for a 1-year period (com-
mencing with the date of transfer) on the grounds that he has pur-
posely pauperized himself in order to qualify.

Agsence From a StaTte

Court action.—The Department of Health, Education, and Welfare
found the Arizona welfare programs out of compliance in 1971 because
the State automatically terminated the welfare eligibility of recipients
absent from the State for more than 90 days. The State’s policy was
contrary not to Federal law (which in no way would preclude the
State from doing this) but to HEW regulations which provide that
a temporary absence from the State with an intent to return after
accomplishing the purpose of the absence shall not interrupt conti-
option, to require as a condition of eligibility under AFDC welfare
payments (45 CFR 233.40).

The State challenged the HEW compliance ruling, but the U.S.
Court of Appeals sided with HEW (Arizona State Department of
Public Welfare v. Department of Health, Education, and Welfare,
opinion dated September 14, 1971). The Court found the HEW reg-
ulation consistent with the Social Security Act, which did not define
residency, and that it was legitimate for the Secretary to exercise his
“broad rule-making powers” under section 1102 of the Social Security
Act to define residency in such a way as to limit the States’ permis-
sible choice of residency requirements. The regulation defining resi-
dency, the Court held, was not inconsistent with the letter or spirit
of the Social Security Act merely because it held the State to a higher
standard.

Committee provision.—The committee bill explicitly permits a State
to terminate welfare payments to an individual continuously absent
from the State for more than 90 days.

FamiLres Wuere Tuere Is o ConTiNuiNG ParenT-CHILD
RELATIONSHIP

Present law—Under present law, Aid to Families with Dependent
Children is available to children who have been deprived of parental
support by reason of the “continued absence from the home” of a
parent. The so-called “man-in-the-house” or “substitute father”
statutes of the States were attempts to define the term *‘parent”
under the Aid to Families with Dependent Children program for
eligibility purposes. The State statutes have been varied, some
emphasizing cohabitation with the mother as being determinative of
the parental relation, while others have required indications of a
positive relationship of the man with the child.

Court action—On June 17, 1968, the Supreme Court ruled that a
State could not consider a child ineligible for Aid to Families with
Dependent Children when there was a substitute father with no legal
obligation to support the child. The Court decision was based on 1ts
interpretation of congressional intent as expressed in the Social
Security Act and its legislative history. The decision stated: “We be-
lieve Congress intended the term ‘parent’ in section 406(a) of the
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Act * * * to include only those persons with a legal duty of support.”
The implication of this decision, as made clear by subsequent cases,
was that a State could not deny Aid to Families with Dependent
Children even in the situation where there was a stepfather with
substantial income. . .

Committee provision—The committee believes that a legal obliga-
tion to support is too narrow a base upon which to determine eligi-
bility and income accountability for a welfare program for families.
Under the committee bill, a State could at its option deny welfare to
a child living in the same household as his stepfather. In other cases,
the committee feels that the determination whether a man isa ‘guarex}t”
within the meaning of this term in section 406 of the Social Security
Act should depend on the total evaluation of his relationship with the
child, with the following being positive indications of the existence
of such a parental relationship ;

(1) The individual and the child are frequently seen together
in public;

2) The individual is the parent of a half-brother or half-sister
of the child; .

(3) The individual exercises parental control over the child;

(4) The individual makes substantial gifts to the child or to
members of his family; .

(5) The individual claims the child as a dependent for income
tax purposes;

(6) The individual arranges for the care of the child when his
mother is ill or absent from the home;

(7) The individual assumes responsibility for the child when
there occurs in the child’s life a crisis such as illness or detention
by public authorities;

(8) The individual is listed as the parent or guardian of the
child in school records which are designed to indicate the identity
of the parents or guardians of children;

(9) The individual makes frequent visits to the place of resi-
dence of the child ; and

(10) The individual gives or uses as his address the address of
such place of residence in dealing with his employer, his creditors,
postal authorities, other public authorities, or others with whom
he may have dealings, relationships, or obligations.

. The committee amendment specifically states that “such a rela-
tionship may be determined to exist in any case only after an evalua-
tion of the [above] factors * * * a5 well as any evidence which may
refute any inference supported by evidence related to such factors.”
It is not necessary that all factors be present in a case, nor need they be
given identical weight. The important thing in the committee’s judg-
ment is whether the factors indicating a continuing parent-child rela-
tionship are more persuasive than factors which tend to refute such a
relationship. If they are, then the State may consider the child in-
eligible. .

Under the committee provision, this limitation on AFDC eligibility
would be optional with the States. If a State affirmatively exercises
its option, however, it would have to comply with this statutory method
in determining the child-father relationship.
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Rerusar To Arrow CaseworkEers IN HoME

. Court action—Tn August 1969, a U.S. district court in New York
in the case of James v. Goldberg (303 F. Supp. 935) ruled, on consti-
tutional grounds, that New York State could not terminate welfare
payments to a recipient who refused to allow a caseworker in her home.
The decision stated : “This court cannot with deference to the fourth
amendment excuse the absence of a search warrant without a showing
b}Z those who seek exemption from the constitutional mandate that
the exigencies of the situation make that course imperative. * * *
No such showing has been made herein.”

On January 12, 1971, the Supreme Court in Wyman v. James
reversed the lower court’s decision, finding that the New York home
visit procedure was a reasonable administrative tool serving a valid
and proper purpose; it was not an unwarranted invasion of personal
privacy but was basically concerned with the child and with any pos-
sible exploitation of the child.

Commiittee provision—The committee bil] would codify the Su-
preme Court’s decision in the statute by permitting the States, at their
option, to require as a condition of eligibility under the AFDC welfare
program that a recipient allow a caseworker or other duly authorized
person to visit the home. In doing so, the committee is not endorsing
the so-called “midnight raids,” which have been generally considered
objectionable as & means of enforcing welfare eligibility rules. The bill
specifically requires that such home visits must be made at a reasonable
time and with reasonable advance notice.

However, the committee wants to make clear its belief that in
“means test” programs, States should have the right to take reason-
able steps to establish the facts relating to eligibility. If a State de-
cides that visits by caseworkers to the homes of certain recipients are
essential to the establishment of necessary facts, then it should be al-
lowed to provide for these through its laws or regulations. The com-
mittee recognizes that there may well be circumstances under which
the interests of the welfare recipient and of the Government may best
be served by visits of the caseworker to the home.

CuipreN AsseNt From THE HoME

Court action—On September 14, 1971, a U.S. Court of Appeals
agreed with an earlier decision of the Department of Health, Educa-
tion, and Welfare that the Arizona State plan for Aid to Families
with Dependent Children was out of compliance with the Social Se-
curity Act. One of the faults found with Arizona’s State plan was the
requirement that a relative have legal custody of a child living with
the relative, when the parent of the child is an AFDC recipient, in
order for the relative also to be eligible for AFDC. In effect, the court
action made Arizona provide welfare to a child living with a relative
even if the child had been loaned to the relative in order to qualify
the relative for welfare.

Committee provision—The committee bill would allow a State to
deny aid to a child of a parent receiving Aid to Families with Depend-
ent Children if the child is not living in the same household as the
mother and his brothers or sisters but instead is living with another
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relative (unless the relative has legal custody of the child). The pur-
pose of this provision of the bill is to prevent a situation in which an
AFDC mother can enable a relative to become eligible for welfare by
lending the relative one of her children.

Benefits for Strikers

Present law.—The Social Security Act permits a State to provide
benefits to a needy child whose father is unemployed, provided that
the father is currently registered with the employment office and is
not receiving unemployment compensation. Both the Federal law
and the regulations of the Department of Health, Education, and
Welfare are silent on the question of benefits to strikers.

Court action—In a recent case in the U.S. District Court of Mary-
land’ (Francis v. Davidson, opinion dated January 28, 1972) the Court
stated that Maryland could not disqualify a family from Aid to Fam-
ilies with Dependent Children on the grounds that the father’s unem-
ployment was due to a strike or discharge for cause because this con-
dition of eligibility was in conflict with the HEW regulation which
provided that if a State provides benefits to families in which the
father is unemployed, it must have a definition of “unemployed
father” which includes a father who is employed for less than a stated
number of hours. The Court felt there was nothing in the regulation
which permitted a State plan to deny welfare benefits on the ground
that the father of a needy child was unemployed because he had been
discharged for cause or because he was on strike; such a father is
clearly unemployed. The Court added that the fact that HEW had
itself, by approving the Maryland plan, given approval to the viola-
tion of its own regulation in no way relieved Maryland of the require-
ment that its program be administered in accordance with the HEW
regulation. Although great weight is ordinarily given to the inter-
pretation by an administrative agency of its own regulations, the
Court noted that once an agency has promulgated a regulation, even in
an instance where it is not required to do so, that agency is bound to
follow the regulation, particularly where the regulation uses unambig-
uous and mandatory language. A man out of work because he was
discharged for cause or because he was on strike is unemployed; in
granting the Secretary of HEW the power to make regulations, the
Congress said nothing about fathers unemployed because they were
involved in labor disputes. Although the Secretary could have ex-
cluded such fathers from the program he chose not to.

By paying benefits to individuals involved in a labor dispute, a
State injects the Federal Government into the dispute by providing
substantial Federal funds to strikers; the Federal share of such wel.
fare payments is at least 50 percent. A dramatic case in point occurred
in Michigan where the number of AFDC recipients in families with an
unemployed father increased 75,000 between October and December
1970 during the Greneral Motors strike, with the Federal Government
underwriting 50 percent of the pavments that went to the strikers, If
the District Court decision in Maryland is upheld, welfare benefits to
strikers mav become mandatory unless the Congress sets a different
policy statutorily.
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O'ommittqe provision—The Committee bill modifies the unemployed
father provision of Aid to Families with Dependent Children so that
welfare benefits will not be available for strikers. This disqualification
would not apply to any employee who is (1) not participating or di-
rectly interested in the labor dispute and (2) does not belong to a
group of workers any of whom are participating in or financing or
directly interested in the dispute. The disqualification also would not
apply to employees of suppliers or other related businesses which are
forced to shut down or lay-off workers because of a labor dispute in
which they are not directly involved. This disqualification, adapted
from the unemployment insurance laws, is designed to prevent the
government financing one side of a labor-management dispute.

Suits to enjoin violation of this provision may be brought by any
person deeming himself aggrieved by such violation in any district
court of the United States having jurisdiction of the parties, without
respect to the amount in controversy and without regard to the diver-
sity of citizenship of the parties.

ProviniNe WELFARE PaYMENTS ForR CrRTAIN MEMBERS oF AN AFDC
HousenoLp

Present law.—Under present law, a State agency may include within
the household of a child receiving AFDC “any other individual (living
in the same home as such child and relative) whose needs the State
determines should be considered in determining the need of the child
or relative claiming such aid” (section 402(a) (7)).

Committee provision—The Committee bill provides that AFDC
would not be extended to any member of the household who is not
either (1) a relative of the child, or (2) a brother or sister of the child
and under age 18 (or under 21 and attending school full-time).

Determining Eligibility and Amount of Benefits

Under the committee bill, in the context of the committee’s block
grant approach, States would be freed from a number of regulations
of the Department of Health, Education, and Welfare which have
made it all but impossible for them to protect the integrity of their
welfare programs. The provisions of the committee bill relating to
determining eligibility and amount of benefits are discussed individ-
ually below.

DetErMINING Evtcieiuary: “DEcLARATION METHOD” PROHIBITED

Generally speaking, the usual method of determining eligibility for
public assistance has involved the verification of information provided
by the applicant for assistance through a visit to the applicant’s home
and from other sources. For persons found eligible for assistance,
redetermination of eligibility is required at least annually, and similar
procedures are followed.

Regulations issued by the Department of Health, Education, and
Welfare on January 17, 1969, required States to test a simplified
method for the determination of eligibility for welfare in selected
areas of the State. The simplified or “declaration method” provides
for eligibility determinations to be based to the maximum extent pos-
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sible on the information furnished by the applicant, without routine
interviewing of the applicant and without routine verification and
investigation by the case worker. The regulations requiring testing
of the declaration method arbitrarily state that a three percent level
of ineligibility would be considered “acceptable.” L .

A. Aid to the aged, blind, and disabled.—New regulations issued in
1970 required States to use the simplified declaration method in
welfare programs for the aged, blind, and disabled beginning July 1,
1970. The new regulations were justified by the Department of Health,
Education, and Welfare on the basis that testing of the declaration
method showed conclusively that it did not result in an unacceptable
level of ineligibility. i

The committee asked the General Accounting Office to look into the
testing of the method to see if the results were truly conclusive. In
its report, the General Accounting Office found that:

1. The simplified declaration method required by the new
Department of Health, Education, and Welfare regulations in fact
was pretested almost nowhere; most States actually used oral
interviewing or other forms of verification of the information
supplied by the applicant;

2. Five-sixths of the total cases tested were simply redeter-
minations of the eligibility of persons who had previously been
subjected to the usual (nondeclaration) application procedures,
and thus were not indicative of the manner in which the simplified
method would operate ; and

3. The sample size under the testing was so small that there isa
substantial probability that the ineligibility level exceeded the
Department of Health, Education, and Welfare’s arbitrary 3-per-
cent “acceptable” level.

B. Aid to Families with Dependent Children.—In 1971, at the com-
mittee’s request, the General Accounting Office reviewed the testing
that had been done of the “simplified declaration” method, this time
in the program of Aid to Families with Dependent Children. The
General Accounting Office study concluded that welfare centers
supposedly using the simplified method started out by using this
method in its purest form but soon modified it by conducting personal
interviews and by verifying certain eligibility factors:

Without exception, the directors of the centers using the
simplified method stated that the centers should not rely com-
pletely on applicants’ statements as a basis for making eligibility
determinations. The directors emphasized that, although they
believed that most applicants were honest, eligibility workers
had an obligation to assure themselves that their decisions were
based on a reasonable amount of evidence that applicants
qualified.

The General Accounting Office found that :

. 1. AFDC caseloads in the centers using a simplified method
increased disprogortiomately (compared to centers using the tradi-
tional method of determining eligibility) when the centers first
began using the simplified declaration method, that is, before
they modified it to include some verification ;

2. Caseloads in the simplified method centers increased dis-
proportionately when it was required that the provision of serv-
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ices be completely separated from the determination of eligibility ;

8. The rate at which applications were disallowed drop}ll)ed
significantly immediately after adopting the simplified method
but tended to level off once the simplified method was modified
to include personal interviews and verification of certain eligibility
factors; and

4. Where local welfare departments made special reviews of the
eligibility of recipients who had qualified for assistance under a
simplified method, they found that a high percentage of these
recipients were ineligible, could not be located, or refused to co-
operate. Where data was available—regardless of the method used
to determine eligibility—the ineligibility rates either exceeded the
3-percent tolerance level established by HEW or contained many
cases where eligibility was questionable.

Study of ineligibility rates—In January 1972, the Department of
Health, Education, and Welfare released a study showing that six
percent of a sample of AFDC recipients and five percent of a sample of
aged, blind, and disabled individuals receiving welfare were ineligible.

H.R. 1.—Though the House bill gives the %ecretary of HEW some
latitude in determinirg eligibility, the Ways and Means Committee
report states clearly that committee’s attitude about the “simplified
declaration” method :

Your committee believes that maintaining the integrity of the
program requires that eligibility for benefits under this program
must be established by suitable and convincing evidentiar
materials, such as birth certificates. There will be no simple
declaration process. (House Report, p. 161; emphasis in original.)

With regard to verifying information supplied by welfare appli-
cants and recipients, the House report (page 190) states:

The possibility or probability of a validation check as explained
in the interview will be a deterrent to program abuse. Validation
will be performed under a continuing eligibility control program.
Tt is expected that such an eligibility control program will consist
of complete verification of a scientifically selected sample of ap-
plications. The verification would involve checking every element
of eligibility in great detail. For example, each birth certifi-
cate would be checked against the public record it purports to
represent. Earnings would be checked directly with employers,
and so on. In addition, the Secretary would validate certain
eligibility items on each application as experience demonstrated
to be necessary. The verification and review would be performed
by specifically trained employees operating out of a separate
eligibility control unit.

Committee provision—Under the committee bill the declaration
method of determining eligibility would be statutorily precluded.
‘When an individual furnishes information in applying for assistance,
he correctly assumes that the information he furnishes is subject to
verification, with or without his explicit consent, and that other in-
formation will be sought to verify his initial or continuing eligibility.
The committee bill would require States explicitly in the statute to
examine the application or current circumstances of the applicant or
recipient and promptly make any verification concerning eli%-ibility
factors and other relevant factors from independent or collateral

78-178 0—72——31
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sources necessary to insure that eligibility exists for all persons in the
assistance group and the amount of ald furnished is correct. The
Secretary could not by regulation limit the State’s authority to verify
income or other eligbility factors, or to require reapplication for
assistance after a reasonable period.

RECOUPMENT OF OVERPAYMENTS

HEW regulation.—Regulations of the Department of Health, Edu-
cation, and Welfare preclude the recapture of previous overpayments,
regardless of amount, “unless the recipient has income or resources
currently available in the amount by which the agency propeses to re-
duce payment; except that where there is evidence which clearly
establishes that a recipient willfully withheld information about his
income or resources, such income or resources may be considered in
the determination of need to reduce the amount of the assistance pay-
ment in current or future periods.” (45 CFR 233.20(a) (3) (ii) (I:i) )
This means that only income actually available may be considered
when recouping overpayments.

Court action—~—A. Federal District Court in Oregon went even fur-
ther than this regulation when it ruled (Bradford v. Juras, opinion
dated July 12, 1971) that a State may not reduce current welfare pay-
ments when an overpaid Aid to Families with Dependent children
recipient willfully withholds information but has no resources apart
from the current assistance grant. The court felt that recoupment from
current assistance grants even when the recipient purposefully failed
to report income violated the spirit and intent of the statute establish-
ing Aid to Families with Dependent Children and that if the Congress
had wanted to allow recoupment from current AFDC grants it would
have included an explicit provision in the statute.

Committee provision—Under the committee bill, this matter would
be resolved by providing statutorily that overpayments under the
AFDC program constitute an obligation of an individual to be with-
held from any future assistance payments or any amounts owed by
the Federal Government to the individual (other than death bene-
fits), with the amounts so withheld paid over to the State; in addition,
overpayments could also be collected by the States through ordinary
collection measures.

INcoME DISREGARDED

Present law.—Under present law States are required, in determining
need for Aid to Families with Dependent Children, to disregard :

1. All earned income of a child who is a full-time student, or a
part-time student who is not a full-time employee; and

2. The first $30 earned monthly by an adult plus one-third of
additional earnings. Costs related to work (such as transporta-
tion costs) are also deducted from earnings in calculating the
amount of the welfare benefit.

Two problems have been raised concerning the earned income dis-
regard under present law. First, Federal law neither defines nor limits
what may be considered a work-related expense, and this has led to
great variation among States and to some cases of abuse. Secondly,
some States have complained that the lack of an upper limit on the
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earned income disregard has the effect of keeping people on welfare
;J_ven after they are working full time at wages we%l above the poverty
ine.

Commiittee provision—Until January 1974, when the new employ-
ment program becomes effective, the committee bill would deal with
both of these problems by modifying the earnings disregard formula
and by allowing only day care as a separate deductible work expense
(with reasonable limitations on the amount allowable for day care
expenses). Under the committee bill, States would be required to dis-
regard the first $60 earned monthly by an individual working full
time ($30 in the case of an individual working part time) plus one-
third of the next $300 earned plus one-fifth of amounts earned above
this. This differential between full time and part time employment is
designed to encourage recipients to move into full time jobs.

In addition, $20 of child support payments to a family would be
disregarded to insure that a family receives a financial benefit when
efforts to collect support payments are successful.

Once the employment program under the committee bill becomes
effective in January 1974, the earned income exemptions would be
replaced by a flat monthly exemption of $20, applicable to all kinds of
income other than child support; in addition, the separate $20 dis-
regard applicable to child support payments would be continued. With
the exception of the amounts disregarded under these two provisions,
the AFDC payments for any family would have to be reduced by the
amount of their other income. It would be expected that mothers in-
terested in working would receive their work incentives through par-
ticipating in the employment program established under the committee
bill rather than by remaining on welfare.

Income of families participating in the employment program, how-
ever, would be treated differently. In order to prevent the State wel-
fare program from undermining the objectives of the Federal guar-
anteed employment program the State would have to assume for
purposes of AFDC or any other welfare program that individuals
eligible for the State supplement who are also eligible to participate
in the guaranteed employment program (but no longer eligible to
receive their basic income from AFDC) are actually participating full
time and thus receiving $200 per month. A similar rule would apply
to mothers with children under age 6 who volunteer.

Furthermore, assuming a Federal minimum wage of at least $2.00
per hour, the State would be required to disregard any earnings be-
tween $200 a month and $375 a month (the amount an employee would
earn working 40 hours a week at $2.00 per hour) to ensure that the
incentive system of the guaranteed employment program under the
committee bill is preserved. These earnings disregards would be a flat
requirement ; the States would not be required to take into account
work expenses. States would be free to treat income above $375 monthly
in any way they wished as long as the first $375 earned is treated as
though it were $200. The effect of this requirement would be to give
a participant in the guaranteed employment program a strong incen-
tive to work full time (since earnings of $200 will be attributed to him
in any case), and it would not interfere with the strong incentives he
would have to seek regular employment rather than working in guar-
anteed employment at $1.50 per hour.
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The table below shows how wages under the guaranteed employment
program would be treated for State welfare purposes:

Hours worked per week........... None 20 32 40
Hourlywage............................... $1.50 $1.50 $2.00
Approximate actual monthly in-
COME.......oiiieeaieen. 0 $130 $200 $375
Income deemed available for
State welfare purposes. ......... $200 $200 $200 $200

InELIGIBILITY ¥OR Foop StaMPS AND SUurPLUs COMMODITIES

Under H.R. 1, individuals eligible for welfare benefits would no
longer be eligible to participate in the food stamp program. Under
the committee amendment, persons eligible for welfare would simi-
larly not be eligible for food stamps, nor for surplus commodities.
However, States would be assured that there would be no additional
expense to them if they adjust their welfare payment levels to take
into account loss of entitlement to food stamps.

AssisTaNcE LEVELS

Under existing law, each State decides the level of assistance it will
provide for AFDC families. The committee bill generally reaffirms
the right of the State to make this determination. In moving to a
block grant approach which involves substantial fiscal relief, however,
the committee feels it is appropriate to require that States could not
reduce payment levels to AFDC recipients below $1,600 for a two-
member family, $2,000 for a three-member family, and $2,400 for a
family of four or more; or, if payment levels are already below these
amounts, they could not be reduced at all.

Payments For RENT

Present law.—In determining eligibility for and the amount of
assistance given to a needy family or aged, blind, or disabled indi-
vidual, a State establishes a needs stan ard. This standard includes
an allowance for rent; some States provide a flat amount for rent in
their needs standard, while other States establish a needs standard for
items other than rent and then make an allowance for the actual rent
paid (generally up to some limit).

Treatment of public housing bonus.—In 1971 a provision was in-
cluded in a bill extending the authority of the Secretary of Housin,
and Urban Development with respect to interest rates on insure
mortgages (Public Law 92-213, approved December 22, 1971). The
amendment which became section 9 of the Public Law in effect amends
the welfare law to prevent any welfare agency from reducing welfare
payments if there is a reduction in the cost og public housing rent for
welfare recipients.

Committee provision~—Inasmuch as welfare payments are intended
to provide families with the funds to meet their needs for such items
as Food, clothing, and shelter, the committee feels that it is entirely ap-
propriate for State welfare agencies to structure welfare payments in
proportion to those needs. In the case of shelter in narticular, States
have found it necessary to use variable allowances because the rents
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charged for roughly comparable accommodations may differ consid-
erably. Under snch a variahle allowance system, while a State may pay
more for rent for one family than another, it is actually meeting the
needs of the two families equally. If a State were required, as it is un-
der Section 9 of Public Law 92-213, to pay some gamilies in public
housing a larger shelter allowance than is necessary to pay their shel-
ter costs, the result would be that such families would receive preferen-
tial treatment in comparison with families not in public housing. The
committee bill therefore, re—eals the welfare amendment of Public
Law 92-213 which requires State to pay a small proportion of welfare
recipients rent allowances which exceed rent costs.

In addition, the committee believes that substantial administrative
costs could be saved if Federal law permitted States to make vendor
payments directly to public housing agencies of the rent portion of
welfare payments in the case of recipients living in public housing.
The committee bill would permit them to do so.

Present law permits vendor payments to be made to a landlord di-
rectly for rent only in cases where a recipient has proven unable to use
the welfare funds she receives in the best interests of her children. Yet,
failure to make rent payments leads to evictions which are costly to
the taxpayers when new housing must be sought on an emergency basis.
The committee bill therefore would permit the State under its welfare
programs to make a vendor payment for rent directly to a landlord
where (a) the welfare recipient had failed to make rent payments for
any two consecutive months (whether or not to their current landlord),
and (b) the landlord agreed to accept the amount actually allowed by
the State to the recipient for shelter as total payment for the rent.

Permitting States To Require Periodic Reapplication for
Welfare Benefits

Present law.—Under present regulations of the Department of
Health, Education, and Welfare, States are supposed to redetermine
the eligibility of each AFDC case at least once every 6 months. How-
ever, this is largely pro forma requirement, handled routinely by mail.

Committee provision—The Committee amendment would permit
States to require reapplication for Aid to Families with Dependent
Children, if they so wish, once every two years (or less frequently).

Statutory Rights of Applicants for and Recipients of Assistance

RieaT To ArpLy ForR AND To ReEcEIVE A WiTH REASONABLE
PromMprNESS

Present law.—The present law requires that:
All individuals wishing to make application for Aid to Families
with Dependent Children shall have opportunity to do so, and
that Aid to Families with Dependent Children shall be furnished
with reasonable promptness to all eligible individuals.
Committee provision—The committee bill would reiterate this pro-
vision, but would make clear the requirement that aid be furnished
“with reasonable promptness” could not be so construed as to interfere
with other requirements of the law such as seeking a mother’s coopera-
tion in establishing paternity and seeking support payments, or verify-
ing information on income, resources, and other eligibility factors.
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Arreals ProcEss

Present low.—Present law requires that a State plan must provide
for granting an opportunity for a fair hearing before the State
agency to any individual whose claim for aid is denied or not acted
on with reasonable promptness. Regulations of the Department of
Health, Education, and Welfare require States to provide a similar
opportunity in cases involving reduction or termination of assistance.

Court action: hearing required before welfare payments may be re-
duced or terminated.—On March 23, 1970, the Supreme Court ruled in
two cases (Goldberg v. Kelly (397 U.S. 254) and Wheeler v. Mont-
gomery (397 U.S. 280)) that assistance payments could not be termi-
nated before a recipient is afforded an evidentiary hearing. The decision
was made on the constitutional grounds that termination of payments
before such a hearing would violate the due process clause. The Court
argued that welfare payments are a matter of statutory entitlement for
persons qualified to receive them, and that “it may be realistic today
to regard welfare entitlements as more like ‘property’ than a ‘gratu-
ity * * * The constitutional challenge cannot be answered by an
strgument that public assistance benefits are ‘a “privilege” and not a
[ ri ht‘” N

The HEW regulations based on the court’s-decision (45 CFR 205.10)
go much further than the court in spelling out the requirements for
fair hearings. The tone and emphasis of the regulations is shown in
these excerpts: “Agency emphasis must be on helping the claimant to
submit and process his request, and in preparing his case, if needed.
The welfare agency must not only notify the recipient of his right to
appeal, it must also notify him that his assistance will be continued
during the appeal period if he decides to appeal.” The regulation con-
tinues: “prompt, definitive, and final administrative action will be
taken within 60 days from the date of the request for a fair hearing,
eﬁﬁa]at)where the claimant requests a delay in the hearing” (emphasis
added).

Court action: payments to continue during appeal at State level.—
In another recent court decision (Serritella v. Engelman, opinion dated
February 24, 1972) a Federal District Court in New Jersey issued a
preliminary injunction against New Jersey for its policy of reducing or
terminating welfare benefits after an evidentiary hearing on the county
level instead of continuing assistance without reduction until after
a hearing at the State level. The Court based its decision on regulations
issued by the Department of Health, Education, and Welfare. When
the defense contended that the HEW regulations went much further
than the due process standards of the 1970 Supreme Court decision, the
Court explained that Section 1102 of the Social Security Act conferred
plenary rule-making power upon the Secretary of HEW.

Committee provision.—Under the committee bill. State welfare
agencies under any of the welfare programs (or local welfare agen-
cles, if the program is locally administered) would be required to
reach a final decision after an evidentiary hearing on the appeal of a
welfare recipient within thirty days following the day the recipient
is notified of the agency’s intention to reduce or terminate assist-
ance. The bill would also require the repayment to the agency of
amounts which a recipient received prior to the appeal decision if




481

it is determined that the recipient was not entitled to them. Any
amounts not repaid would be considered an obligation of the recipient
and would be recouped in the same manner as other overpayments.

In addition, the committee bill would stipulate that the recipient
has a right to appeal at a higher administrative level in States which
provide for such an appeal, but that payments need not be continued
once an initial adverse determination gas been made on the local level
at & hearing in which evidence can be presented.

The committee provision is designed to assure that the appeals
procedure is handllz,d expeditiously by the States and also to assure
that appeals are not made frivolously.

SAFEGUARDING INFORMATION

Present law.—The statutes in all of the welfare programs under
the Social Security Act provide safeguards which restrict the use or
disclosure of information concerning applicants and recipients to pur-
poses directly connected with the administration of each welfare
program.

HEW regulations.—Regulations issued by the Department of
Health, Education, and Welfare on February 27, 1971, limit the dis-
closure of information concerning applicants and recipients “to pur-
poses directly connected with the administration of the program. Such
purposes include establishing eligibility, determining amount of as-
sistance, and providing services for applicants and recipients.” (45
CFR 205.50) The HEW regulations go on to state that “the same
policies are applied to requests for information from a governmental
authority, the courts, or a law enforcement official as from any other
outside source.”

Committee provision—The committee bill reenacts the statutory
provisions but includes an amendment making it clear that this re-
quirement may not be used to prevent public officials from obtaining
information they require in connection with their official duties.

Protection of Children

The committee bill includes the provisions of the present program
of Aid to Families with Dependent Children relating to child abuse
and AFDC payments for foster care. In addition, the committee bill
would modify the provision of present law relating to protective
payments.

ProteEcTIVE PAYMENTS UNDER A To FaAMiLies Wit DEPENDENT
CHILDREN

Present law—The major concern of the Congress in adopting pro-
vision for protective payments was to insure that welfare payments
to families are used for the benefit of the needy children in the families.
The Social Security Act provides that when the welfare agency has
reason to believe that the AFDC payments are not used in the best
interest of the child, it “may” provide counseling and guidance serv-
ices so that the mother will use the payments in the best interests of
the child. This failing, the agency “may” resort to protective pay-
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ments to a third party who will use the funds for the best interest of
the child. .

Committee provision—Under the committee bill this provision of
the Social Security Act would be modified to require rather than
permit States to take action when AFDC payments are not being used
for the best interests of the child.

ProTECTIVE PAYMENTS FOR CHILDREN OF PARENTS INELIGIBLE FOR WEL-
FARE BECAUSE oF REFUsaL To PARTICIPATE 1N THE GUARANTEED JOB
OrporTUNITY PrROGRAM OR FOR OTHER REASONS

Present law.—The Federal statute provides that if a welfare re-
cipient refuses without good cause to participate in the Work Incen-
tive Program or refuses an offer of employment, the person maklnf the
refusal may no longer be considered a part of the family for welfare
purposes. Thus for example a family consisting of a mother with three
children would receive a welfare payment as a three-member family
(rather than as a four-member family) if the mother refused work
or training. However, for a period of 60 days a State may continue pay-
ment to the mother if during this period she receives counseling or
other services aimed at persuading her to participate in work and train-
ing. Protective payments may be made on the childrens’ behalf to an-
other individual who is interested in or concerned with the welfare of
the children.

H.R. 1.—The House bill would reduce a family’s welfare payment
by $800 if the family head refuses to register or to accept work or
training.

Employment program.—Under the committee’s employment pro-
gram, about 40 percent of the present AFDC families would have to
obtain their basic source of income from employment. The committee
is concerned lest children be cut off from any source of income if a
mother is no longer eligible for welfare and does not find a regular job
or choose to participate in the employment program. Although it is
assumed that this will happen only in a small number of cases, the
children must be protected.

Committee provision.—The committee bill would continue the pro-
vision of present law until January 1, 1974, when the guaranteed em-
ployment program would become effective. At that time, the commit-
tee bill would deal with this problem by an approach based in part on
present law. Under this approach, if a case of potential child abuse or
neglect results because a mother who is ineligible for basic income
under AFDC also refuses to participate in the employment program,
the Work Administration would be authorized to make payment to the
family for up to one month if the mother is provided counseling and
other services aimed at persuading her to participate in the employ-
ment program. Following this, the mother would either have to
found to be incapacitated under the Federal definition (that is, unable
to engage in substantial gainful employment), with mandatory refer-
ral to a vocational rehabilitation agency; or, if she is not found to be
incapacitated, the State could arrange for protective payments to a
third party to provide for the needs of the children.

Under the committee bill, protective payments would also be avail-
able to a child whose mother is ineligible for welfare because of her
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refusal to: (1) cooperate in establishing the paternity of a child or in
seeking support payments; (2) allow a caseworker in the home; or (3)
accept treatment, if she is a drug addict or alecoholic.

Social Services
PrESENT Law

Before 1962, services provided to welfare recipients were subject to
the same 50% Federal matching as was available for administrative
expenses. In order to encourage States to provide social services
designed to prevent and reduce dependency on welfare, the Congress
in 1962 enacted legislation increasing the Federal matching for social
services to 75% while leaving Federal matching for administrative
costs at 50%. No definition of social services was included either in the
1962 bill or in the committee reports on the legislation; defining the
scope of services was left to the Secretary of Health, Education, and
Welfare and the States.

The regulations of the Department of Health, Education, and
Welfare require States to provide child care and other services to
enable persons to achieve employment and self-sufficiency, foster care
services, services to prevent and reduce births out of wedlock, family
planning services, protective services for neglected or abused children,
services to help families meet their health needs, and specified services
to meet particular needs of families and children. In addition, the
regulations permit 75% Federal matching for any services considered
by the State as assisting members of a family “to attain or retain capa-
bility for maximum self-support and personal independence.”

In 1971 the Congress enacted legislation increasing to 90% the
Federal share of services needed in order for an AFDC recipient to
participate in the Work Incentive Program.

Rarm Rise 1n Feperar Funps FOrR Sociat SERVICES

Like Federal matching for welfare payments, Federal matching
for social services under present law is mandatory and open-ended.
Every dollar a State spends for social services is matched by three
Federal dollars. The Secretary, by law, is given specific authority to
limit the contracting authority for social services and to limit the
extent of services to potential (as opposed to actual) welfare recip-
ients. In both cases, however, he has failed to establish effective limi-
tations. In fact, the regulations he has promulgated and the actions of
HEW regional officials have invited the very expansion which has
taken place. In the last two years particularly, States have made use
of the lack of limits on social services under the Social Security Act
and the Act’s open-ended 75 percent matching to pay for many pro-
grams previously funded entirely by the States or funded under other
Federal grant programs at lower than 75 percent matching.

The Federal share of social services was about three-quarters of a bil-
lion dollars in fiscal vear 1971, about $1.5 billion in 1972, and will be
an estimated $4.7 billion for fiscal year 1973. Under present administra-
tive guidelines—or perhaps more correctly lack of guidelines—States
have succeeded in financine almost anv government activity under
this provision. The distribution of social services today seems based



484

more on a State’s aggressiveness and administrative ingenuity than
the needs of its recipients of assistance. For example, one State fi-
nanced a half million dollar TV documentary with social services
money. In another State, social service funds have gone into the State
highway department, while in still another State, funds are going for
advice on personal grooming to potential parolees from the State
prisons. State welfare departments, which are supposed to exercise con-
trol over these expenditures, are becoming little more than fiscal con-
duits. Some States have even gone so far as to formally appropriate
private funds—like UGF, and so forth—so they will qualify for Fed-
eral matching money.

At this point in time when social services expenditures are expand-
ing at very rapid rates—and vary from State to State with no dis-
cernible relation to any objective factors—it appears that the Secre-
tary of Health. Education, and Welfare, estopped by his past actions
in approving State plans, is now incapable of taking any effective
steps which will restore fiscal responsibility.

LivITATION ON GRANTS To STATES FOR SOCIAL SERVICES

The Committee incorporates the limitations contained in the con-
ference substitute to the amendment adopted by the Senate to the State
and Local Assistance Act of 1972. Under the substitute, Federal match-
ing for social services to the aged, blind and disabled, and those nro-
vided under Aid to Families with Dependent Children would be subject
to a State-by-State dollar limitation, effective beginning fiscal year
1973. Each State would be limited to its share of $2,500,000,000 based
on its proportion of population in the United States. Child care serv-
ices, services provided to a mentally retarded individual, services re-
lated to the treatment of drug addicts and alcoholics, and services pro-
vided a child in foster care could be provided to persons formerly on
welfare or likely to become dependent on welfare as well as present re-
cipients of welfare. At least 90 percent of expenditures for all other
social services, however, would have to be provided to individuals re-
ceiving supplemental security income or Aid to Families with Depend-
ent Children. Until a State reaches the limitation on Federal matching,
75 percent Federal matching would continue to be applicable for social
services as under present law. Family planning services under the
Committee bill would not be subject to the Federal matching
limitation.

_Under the Committee bill, services necessary to enable AFDC re-
cipients to participate in the Work Incentive Program would not be
subject to the limitation described above; they would continue as under
present law, with 90 percent Federal matching and with funding of
these services limited to the amounts appropriated. In addition, the
Committee bill incorporates the provision of the conference bill reduc-
ing Federal matching for emergency social services from 75 percent to
50 percent.

The Committee directs the Secretary of Health, Education, and Wel-
fare to issue regulations prescribing the conditions under which State
welfare agencies may purchase services they do not themselves provide,
and regulations which clearly state that the State matching require-,
ment cannot be met by funds donated by private sources.
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The Committee was told by the Secretary of Health, Education, and
Welfare that new regulations will require reporting of how social
service funds are used. The Committee expects the Secretary to have
available detailed information on how social service funds are being
spent and on their effectiveness.

MAERING SEPARATION OF SERVICES AND ELIGIBILITY DETERMINATION
OPTIONAL

On June 2, 1972 the Department of HEW issued a regulation requir-
ing States to have completely separate administrative units handling
the provision of social services and handling the determination of eli-
gibigty for welfare. The issuing of this regulation was justified by the
Department on the grounds that the Family Assistance Plan would
soon be enacted and it would require a separation of the State-adminis-
tered services programs from the Federal welfare payment programs.
(This action took place three weeks after the committee announced
its action not to require separation of services and eligibility deter-
mination.) It should be noted that the General Accounting Office in its
study of the “simplified.declaration” method found that “caseloads in
the centers using a simplified method increased disproportionately
It should be noted that the General Accounting Office in its study of
the “simplified declaration” method found that “caseloads in the
centers using « simplified method increased disproportionately
when . . they no longer required the same welfare agency worker
to determine an applicant’s eligibility and also provide social services.”

Committee provision—The committee feels that there is little justi-
fication for mandating that States make this kind of administrative
seFaration and there are good arguments for not making separation at
all—in particular, the fact that a good deal of casefinding for services
occurs as part of the eligibility determination process. Under the
committee bill, States would not be required to separate the provision
of social services from the determination of eligibility for welfare in
any of the welfare programs.

ELUMINATING STATUTORY REQUIREMENT OF INDIVIDUAL PROGRAM OF
ServicEs For Eaca Famivy

Present law requires States to develop an individual program of
services for each family receiving AFDC. This has proven to be an
unnecessary administrative burden, and the House bill incorporates
an amendment deleting this requirement from the law.

Committee provision—The committes bill, like the House bill,
would eliminate the statutory requirement of an individual program of
services for each AFDC family.

Mobp1ryINe REQUIREMENT OF STATEWIDENESS FOR SOCIAL SERVICES

Present Low.—The Social Security Act requires that social services
(including child care and family planning services) under the welfare
programs be in effect in all political subdivisions of a State in order for
the State to obtain Federal matching funds. This requirement of
Statewideness has sometimes delayed the provision of these services.
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Committee provision—The committee bill, like the House bill, con-
tains a provision permitting the Secretary to waive the requirement of
statewideness for services

SERVICES FOR PARTICIPANTS IN THE GUARANTEED .JoB OPPORTUNTTY
ProeramMm

The committee has already agreed that, under its workfare program,
services for participants in the employment program would be ar-
ranged for by the Work Administration to the extent that they are
necessary in order to permit the participant to work. Other social
services would not be provided by the Work Administration, but by
the State welfare agency on the same basis as they are provided to
other low-income families.

Participation in Work and Training Programs

Work INCENTIVE PROGRAM

The committee’s employment program would before effective Jan-
uary 1, 1974. Until then the Work Incentive Program under present
law would be continued and States would be permitted to have com-
munity work training programs until January 1974 if they wish to do
so.

Communtty Work anp Trainine Programs

Present Law.—Prior to the enactment of the Work Incentive Pro-
gram as part of the 1967 Social Security Amendments, the Federal
AFDC statute permitted Federal matching of AFDC payments made
to recipients participating in a community work training program.
Since the enactment of the WIN program, however, the Department
of Health, Education, and Welfare has taken the position that the
Federal Government will not share in AFDC payments to recipients
who are required by State law to participate in an employment pro-
gram—unless the program either is part of the Work Incentive Pro-
gram or is administered under the Economic Opportunity Act. The
employment programs for AFDC recipients that have been permitted
in California and New York have been funded as demonstration
projects.

Committee provision—Under the committee bill, the community
work training provisions in the law prior to the 1967 amendments
would be reenacted until January 1, 1974, so that States wishing to
have such programs in the interim could do so.

Emergency Assistance
(GENERAL

Present Law.~Under existing law, emergency assistance may, at
the option of the States, be provided to needy families in crisis situa-
tions, and it may be provided either statewide or in part of the State.
Emergency assistance programs have been adopted in about half the
States, and they receive 50 percent Federal matching, Under the law,
assistance may be furnished for a period not in excess of 30 days in any
12-month period in cases in which 2 child is without available re-
sources; the payments, care, or services involved are necessary to

’
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avoid destitution of the child or to provide living arrangements for
the child; and the destitution or need for living arrangements did not
arise because the child or relative refused without good cause to accept
employment or training for employment. Assistance could be in the
form of money payments, payments in kind, other payments as the
State agency may specify, or medical care or any other type of reme-
dial care for the child or other member of the household in which the
child is living, and other services as may be specified by the Secretary.

Committee provision.—The committee bill would continue this pro-
vision of present law but would add special provisions relating to mi-
grant families with children.

EMERGENCY AsSISTANCE ¥OR MiGraNT Famivuies Wit CHILDREN

Under existing law, emergency assistance may be provided needy mi-
grant families either statewide or in part of a State, at the option of
the State. The committee believes that there is an urgent need to assist
these families and children and that this problem is of 2 national na-
ture. The committee bill therefore adds a provision: (1) requiring that
all States have a program of emergency assistance to migrant families
with children; (2) requiring that the program be statewide in appli-
cation; and (3) providing 75 percent Federal matching for emergency
assistance to migrant families.

Federal Financial Participation

Committee provision.—The committee bill would make a major
change in the basic method of Federal funding for Aid to Families
with Dependent Children by providing a block Federal grant with
substantially more Federal fzmds than are now provided under pres-
ent law. This new approach is described in detail in chapter XTI of this
report, dealing with fiscal relief for States (see pp. 535ff.)

Federal funding for social services has been described above. Other
provisions relating to Federal matching are described below.

Administration.—As under present %aw, the Federal Government
would pay 50% of the cost of administration of the AFDC program
( inclmﬁng administrative costs related to the provision of social
services). Under the committee bill, 50 percent Federal matching
would also be provided for the cost of State and local efforts to prose-
cute welfare fraud.

Family planning services—Under the committee bill the Federal
Government would pay 100% of the costs of birth control services (as
compared with 75% under present law, or 90% in the case of birth
control services required to enable an AFDC recipient to continue to
participate in the Work Incentive Program). Those services would not
be under the limitation on Federal matching for social services.

Supportive services éor participants in the Work Incentive Pro-
gram.—The committee bill would continue 90% Federal matching for
supportive services (other than birth control services, for which
100% Federal matching would be provided) to enable AFDC re-
cipients to participate in the Work Incentive Program. Those services
would not be under the limitation on Federal matching for social serv-
ices. This provision would expire on January 1, 1974 when the Com-
mittee’s employment program would begin.
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Emergency assistance—As described above, the Federal Govern-
ment would provide 50% matching for emergency assistance, with
75% matching for emergency assistance to migrant families.

Adjusting payment levels to reflect loss of eligibility for food
stamps.—Under the committee bill, AFDC families would no longer
be eligible to receive food stamps. The Federal Government would
pay 100% of the cost to the States of adjusting their welfare payment
levels to reflect loss of eligibility for food stamps.

Lightening the Federal Burden on the States

In addition to the items already mentioned, the committee bill in-
cludes several provisions designed to ease a portion of the Federal
burden that has been placed on the States. .

Section 1102 of the Social Security Act permits the Secretary of
Health, Education, and Welfare to “make and publish such rules and
regulations, not inconsistent with this act, as may be necessary to the
efficient administration of the functions” with which he is charged
under the act. Similar authority is provided under each of the welfare
programs. Particularly since January 1969, regulations have been
1ssued under this general authority which have no basis in law and
which sometimes have run direcfly counter to legislative history.
Many States have attributed at least a part of the growth of the
welfare caseload in recent years to these regulations of the Depart-
ment of HEW.

At the same time that the Department has attempted to create new
legislation through its regulations, it has made little effort to insure
that the States comply with such provisions of the statute as the re-
quirement that family planning services be offered every appropriate
welfare recipient, that the States establish separate units to collect
child support payments, or that States terminate welfare payments to
individuals refusing without good cause to participate in work and
training programs.

Examples of legislative use of general regulatory authority.—The
courts have consistently upheld the Secretary's authority to issue
regulations that are essentially legislative. Examples include:

1. Requiring States to use the “simplified declaration” method;

2. Requiring States to pay benefits to persons absent from the
State more than 90 days; and

3. Requiring the continuation of unreduced welfare payments
during the entire appeals process.

Committee provision.—A number of provisions already mentioned
are designed to deal with problems raised by specific regulations
issued by the Secretary. In addition, the committee bill would modify
Section 1102 of the Social Security Act to limit the Secretary’s regu-
latory authority under the welfare programs so that he may issue
regulations only related to specific provisions of the Act and that the
regulations may not be inconsistent with these provisions.

Use of Federal Funds To Undermine Federal Programs

One of the often-stated aims of the Legal Services program of th
Office of Economic Opportunity is: & prog ot the
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The use of the judicial system and the administrative process
to effect changes in laws and institutions which unfairly and ad-
versely affect the poor. (Page 534 of the Narrative Justifications

resented by OEO at the Senate fiscal year 1971 Appropriations

earings on July 20, 1970.)

In carrying out this broad, highly subjective, and basically legisla-
tive function, certain Legal Services activities have been aimed di-
rectly at undermining the welfare programs—which are, of course,
established by duly enacted Federal laws.

For example, a document entitled “Know Your Welfare Rights”
prepared by the Tulare County Legal Service Association (paid from
Federal poverty funds) stated: “If you don’t want to work there is
no reason why welfare can force you to work, no matter what your
welfare worker says.” The pamphlet was subsequently withdrawn from
circulation.

The Center of Social Welfare Policy and Law at Columbia Univer-
sity, funded by the Office of Economic Opportunity, published a book
entitled “How to Commence Welfare Litigation in a Federal Court,
Including Model Annotated Papers.” This publication is explicitly de-
signed to assist Legal Services attorneys who wish to commence welfare
litigation against the Government.

In response to a question by the chairman of the committee when
the Office of Economic Opportunity appeared before the committee
during the 1970 hearings on the welfare bill, information was provided
stating that one or more OEO legal services projects were involved in
each of the major cases affecting welfare law in recent years. These
decisions involved the prohibition of duration of residence require-
ments, voiding the man-in-the-house rules, requiring a hearing before
assistance can be terminated, and prohibiting denial of welfare for re-
fusal to name the putative father (the reply appears in part 2 of the
1970 hearings, pp. 969-970).

Committee provision—The committee believes that in many cases
the courts ruling in suits brought by legal services lawyers have mis-
used the purposeful broadness of the Federal welfare statutes (which
was intended to leave the basic control over public assistance with the
States and their subdivisions) as an avenue for imposing by judicial
action Federal requirements which, if imposed at all, should more
properly be determined legislatively. The committee recognizes, how-
ever, that a statute which is intentionally phrased so as to leave con-
siderable discretion to those who administer it (that is, the States) may
give rise to some questions of interpretations. Accordingly, the com-
mittee bill provides a mechanism whereby it would be possible to avoid
the necessity of litigation which is likely to result in the courts feeling
constrained to assume legislative responsibilities. The bill would es-
tablish a prohibition against the use of Federal funds to pay, directly
or indirectly the compensation or expenses of any individual who in
any way participates in action relating to litigation which is designed
to nullify congressional statutes or policy under the Social Security
Act but would permit the Attorney General to waive this prohibition
60 days after he has provided the Finance Committee and the Ways
and Means Committee with notice of his intent to make such a waiver.

This will give the committees time to consider the issues being raised
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in the proposed litigation. If the committees determine that the intent
of the statute is, in fact, open to question, they would be able to put
this properly legislative question before the Congress with their rec-
ommendations for its solution and thus avoid the need for further liti-
gation. On the other hand, if the committees determine that the suit
does not involve a question of legislative intent or that the statute al-
ready clearly expresses that intent, the matter could be left to the
courts.

The committees’ action is in no way intended to affect the duties of
legal services lawyers in connection with legal representation that in-
volves assisting poor individuals with day-t